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Foreword 


AFTER TEN YEARS of general education, the two years of higher secondary stage aim at 
initiating the pupil into the study of courses in a few subjects of her/his choice. This 
stage aims at equipping the pupil to pursue higher academic studies in a few selected 
subjects and helping those who discontinue their formal education at this stage and 
enter the world of work. 

Economics is introduced at the secondary stage (Classes IX-X) as a part of the 
social science course with the aim of developing an .wnderstanding of certain aspects 
of Indian economy. At the higher secondary stage (Classes XI-XII), the pupil is initiated 
into a systematic study of the subject and introduced to the rigours of the discipline. 
The syllabus in Economics at this stage comprises four courses which have been 
designed on the semester pattern. The present book dealing with the'evolution of Indian 
economy covers one of these courses. 

This book by Professor K.S. Gill, one of the seniormost economists of our country, 
was first published in 1977 when the switch-over to the 10+2 pattern began. It has 
since undergone two revisions and several reprints. By 1990-91, however, the book 
had become outdated in many important respects and it became necessary to prepare 
a new version of this book. A number of important developments in Indian economy 
and changes in economic policy have taken place in recent years which needed to be 
reflected in the textbook. The NCERT also received a number of suggestions on various 
aspects of the book from scholars and teachers who reviewed the 1985 edition of the 
book. 

I am grateful to Professor Gill who, in spite of his. many other commitments and 
preoccupations and at much personal inconvenience, agreed to our request to rewrite 
the book. The present version incorporates some of the most important developments 
that have taken place in Indian economy and India’s economic policy in recent years. 
I am also thankful to those scholars and teachers who had participated in a workshop 
organised by the NCERT to review this book. Many of their suggestions have been 
incorporated by Professor’ Gill in this version. 

Shri Ramesh Chandra and Dr P.K. Das, my colleagues in the Department of 
Education in Social Sciences and Humanities, have helped in various ways in the 
preparation and finalisation of this version, and in its: publication. I am thankful to 
them. 

The NCERT would welcome readers’ comments and suggestions on any aspect of 
this book. 


Dr K.GOPALAN 

Director 

New Delhi National Council of Educational 

` April 1993 Research and Training 


GANDHIJI’S TALISMAN 


“I will give you a talisman.Whenever 
you are in doubt or when the self 
becomes too much with you, apply 
the following test : 


Recall the face of the poorest and 


the weakest man whom you may 
have seen and ask yourself if the 


step you contemplate is going to be 
of any use to him. Will he gain 
anything by it ? Will it restore him 
to a control over his own life and 
destiny ? In other words, will it lead 
to Swaraj for the hungry and 
spiritually starving millions ? 


Then you will find your doubts and 
your self melting away.” 
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Unrr I 


IMPACT OF BRITISH RULE ON 
THE INDIAN ECONOMY 


THE victory of the English East India Company over the Nawab of Bengal at 
Plassey (1757) ushered in the systematic western conquest of India. By the 
middle of the nineteenth century. the’ British had brought the whole country 
under their control. Following the uprising of 1857, the Government of India 
was transferred in 1858 from the East India Company to the British Crown by 
an Act of Parliament. This symbolised the formal completion of the British 
conquest of India. 

British rule came to an end in 1947. In that year, after a protracted and 
arduous struggle waged by the people of India, the country emerged as an 
independent, though truncated, State. In the approximately two hundred years 
between the defeat at Plassey and Independence, British rule in India had a far- 
reaching impact on the Indian economy. The significant aspects of this impact 
are briefly described in Unit I. 
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Plunder and Exploitation of 
Indian Resources 


INTHE INITIAL STAGES of their conquest of India 
the English plundered the country’s wealth 
and resources by (i) exactions from Indian 
rulers, zamindars (revenue farmers)', 
merchants and the common people; (ii) 
oppression and exploitation of Indian 
artisans, indigo cultivators and merchants; 
and (iii) taking over the surplus revenue. 
This plunder did great damage to the country. 


Exactions by the Company 
and Its Servants. 


The English, following their victory at Plassey, 
placed one person after another in quick 
succession as the Nawab of Bengal. At every 
change large amounts in various forms were 
exacted by the Company and its principal 
servants from each new Nawab. Thus about 
£6 million (which was four times the annual 
revenue of Bengal) was exacted during a 
shortspan ofeight years (1757-65). Whenever 
zamindars or revenue farmers were 
appointed, cash and gifts were demanded 
from them. Even the officers of the Nawab of 
Bengal were forced to give presents and 
bribes to the English. 

The English also abused the privilege of 
duty-free internal trade which the Company 
had asserted on the basis of a firman (royal 
command) issued by the Mughal Emperor in 


1717. The servants of the Company claimed 
the same privilege eyen for their private 
trade which they were carrying on illegally. 
Since Indian merchants were obliged to pay 
custom and transit duties on their trade, 
many of them also began to evade these 
duties. By paying a servant of the Company, 
Indian merchants got a certificate (called 
dastak or signature) which stated that the 
particular goods belonged to a Company 
servant and were, therefore, entitled to duty- 
free movement. For the English the issuing 
of these false certificates became another 
important means of exacting money. Finally, 
the Company's servants and agents 
monopolised trade in certain items and used 
this monopoly to buy cheap and sell dear. 


Oppression and Exploitation of 
Artisans and Indigo Cultivators 


The oppression and exploitation of weavers 
and other artisans was particularly severe. 
They were no longer independent artisans, 
free todecide what and how much to produce, 
when and whom to sell, and what price to 
quote. Many were under bond to work for the 
English and their Indian agents, and were 
forced to supply their products at low and 
dictated prices. There was all-round cheating 
in evaluating their product and fixing its 


| A revenue farmer is a person who is given the right to collect land revenue from a given estate on the 
condition that he pays a specified amount or proportion of the land revenue to the treasury. 
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price. Failure to fulfill obligations was 
punished by fine, flogging and imprisonment. 
The English often had full control over the 
raw materials needed by the artisans and 
charged a high price for these. Thezamindars 
were directed by the English to render full 
assistance to their agents to ensure all this. 

Equally ruthless was the exploitation of 
the indigo cultivators. Indigo (a natural dye) 
began to be exported in about 1790. Soon 
after that some 500 to 1,000 Europeans 
settled down as indigo ‘planters’, mostly in 
Bengal. They were, in fact, processors who 
forced the tenants of other zamindars or of 
the lands over which they themselves had 
acquired zamindari rights, to sow a certain 
portion of their land with indigo and deliver 
the plant to them at a fixed, generally very 
low, price for processing. Once the ryot took 
an advance for indigo cultivation, whether 
voluntarily or under compulsion, he was 
never a free man again. The indigo planters 
flourished during the first half of the 
nineteenth century by ruthless oppression 
and exploitation of the, royts, and indigo 
became a major Indian export. 


Appropriation of the Surplus 
Revenue 


In 1765, after their victory at Buxar (October 
1764) over the combined forces of a deposed 
Nawab of Bengal, the Nawab of Oudh and the 
titular Mughal Emperor, the English secured 
from the ‘Emperor’, the Diwani (or the right 
to collect revenue) of Bengal. After meeting 
civil and military expenses, including the 
allowance of the Nawab of Bengal and the 
‘tribute’ to the Mughal Emperor, the English 
were left with a large surplus. This surplus 
amounted to about one-third of the net 
revenues over the period 1765 to 1770 (when 
Bengal was brought under direct Company 
rule) and was used to pay for the goods 
exported from India. The country got nothing 
in return for this transfer of wealth. It was, in 
fact thinly disguised plunder. 


Consequences of Plunder 
The plunder of India in various forms had 
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serious consequences for the country. The 
accumulations of capital over the centuries 
were drained away and the newly emerging 
capital system was strangled in its infancy. 
Indian handicrafts suffered a serious blow 
and declined. Artisans fled to the countryside. 
Flourishing cities like Dacca, Murshidabad 
and Surat suffered a serious decline in 
population, and prosperous areas such as 

the district of Tanjore in the south suffered a 

major setback. Indian merchants, squeezed 

by the English, were obliged to serve as 

agents of the latter in their oppression and 

exploitation of the Indian peasants and 

artisans. On the other hand, the flow of 
wealth from India stimulated the Industrial 

Revolution in England and it became the 
most prosperous and powerful country in 
the world in the nineteenth century. 


Institution of a Colonial System 

of Exploitation 

When British rule was securely established 

and more settled conditions came to prevail, 

the. earlier ways of ‘open and unashamed 
plunder’ gave way to a characteristic 
imperialist system of colonial exploitation. 

Under this system, the principal instruments 

of exploitation were: 

1. Unequal trade. 

2. Profitable export of British capital and 
enterprise to India. 

3. Employment of British nationals in the 
colonial administration. 

4. Drain on Indian resources in the form 
of excess merchandise exports. 

5. Manipulation of exchange rates to the 
advantage of Britain and to the 
disadvantage of India. 

6. Adoption of preferential 
favourable to Britain. 

7. Exploitation of India’s resources for 
purposes of conquest and war. 


tariffs 


Unequal Trade 


For centuries India had been alarge exporter 
of renowned cotton fabrics and other 
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handicraft products. Her exports were valued 
much higher than her imports. The balance 
of trade, which was in the country’s favour, 
was settled by large imports of precious 
metals. The British conquests resulted in a 
qualitative change in the pattern of foreign 
trade. Within a few decades, Indian exports 
consisted of primary products (food and raw 
materials) and.imports were made up of 
manufactures. This typical colonial pattern 
of trade, once imposed on the country, 
remained intact throughout the period of 
British rule. 

As explained later in Chapter 2, the 
agriculturists’ growing requirements of cash 
to meet their liabilities on account of land 
revenue, rent and interest obliged them to 
market a growing volume of their produce. 
At the same time, the growth of transport 
and communications facilitated trade in farm 
produce. In the absence of industrialisation 
and urbanisation, and on account of limited 
domestic incomes, the internal market for 
farm produce was very limited. On the other 
hand, in Britain, and later on the other 
industrialised countries, there was a large 
and growing market for farm products. As a 


result, a large proportion of the marketed - 


produce was exported. The British also took 
deliberate measures to stimulate agricultural 
production for export, such as development 
ofcanal irrigation, settlementof canal colonies 
in west Punjab, and encouragement of tea 
plantation in Assam and North Bengal. In 
the absence of industrialisation, the output 
of minerals like manganese and mica was 
also meant largely for export. India thus 
became predominantlyan exporter of primary 
products. 

On the other hand, India became an 
expanding market for British manufactures. 
This was due to the decline of traditional 
handicrafts and the lack of growth of 
‘modern machine-based industries. India’s 
handicrafts suffered a steady decline on 
account of several adverse factors. 


@ England imposed and maintained, 
during the eighteenth and the early part 


of the nineteenth century, restriction 


(ii) 


(iv) 


(v) 


(vi) 
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and high import duties on the import 
of Indian fabrics into England. 

The colonial adminisiration pursued a 
policy of virtually free and unrestricted 
imports into India right up to 1923. 
Occasionally, the need for greater | 
revenue did make it necessary to raise ` 
import duties, but in all these cases 
the protection of Indian manufactures 
was never the objective. Indian 
handicrafts, as well as the slowly 
emerging machine-based industries, 
were thus exposed to destructive 
foreign competition. The policy of free 
and unrestricted imports was 
somewhat toned down in 1923 when 
the policy of discriminating protection 
was adopted. But even this policy gave 
no protection to handicrafts as it was 
designed to benefit exclusively newly 
emerging modern manufacturing 
industries. 

The inhuman oppression and 
exploitation of artisans by the agents 
and servants of the Company, as 
described earlier, gave a severe blow to 
Indian handicrafts. 

Royal and princely courts disappeared 
in the areas brought under direct 
British rule. The resulting loss of 
demand dealt a further blow to 
traditional handicrafts. 

While Indian handicrafts largely catered 
to traditional Indian consumption 
patterns, the new rulers of the land 
had very different consumption habits, 
tastes and styles. The Indian upper 
classes, particularly those with western 
education, began to imitate the British. 
As a result, the consumption demand 
tended to shift from handicrafts to 
imported manufactures, 

The Industrial Revolution in England, 
with its use of steam-driven machinery 
and the factory system of organisation, 
was a leap forward in industrial 
technology. On the other hand, it was 
not easy to mechanise or organise the 
handicrafts. In consequence, the 


machine-made products were cheaper, 
if not superior in quality. In the face of 
unrestricted competition from imported 
machine-made goods, handicrafts 
steadily lost ground. 


While traditional handicrafts declined, 
the growth of modern machine-based 
manufacturing industries was constrained, 
primarily by the open hostility of the British 
colonial administration and the British 
business interests to Indian industrial 
enterprise. Historical experience has shown 
that in a country which is a late starter in 
industrial development, State support to 
industries is indispensable for success. The 
infant industrial structure has to be protected 
and nursed till it builds up sufficient muscle’ 
to enable it to compete with industrialised 
countries. However, the colonial 
administration, whose assigned role was to 
create and preserve in India a vast market 
for British manufactures, had no inclination 
to play such a role. It rigidly adhered to the 
principle of free trade and up to 1923 ruled 
out any protection to Indian industry. It 
refused to accept that free competition among 
very unequal parties was, in fact, unequal 
competition. Even the policy ofdiscriminating 
protection adopted in 1923 was ineffective 
because of rigid and unsympathetic 
interpretations and lengthy and cumbersome 
procedures. The lack ofdue protection against 
the very unequal competition of highly 
developed manufacturing industries in the 
industrialised countries was a major 
constraint on the growth ofIndian industries. 

Nor was the stores purchase policy of the 
Government very helpful. The Government 
purchased several crores worth of stores 
‘each year for its own use. In these purchases 
it showed no special consideration for Indian 
industries. Ifat all, it tended to favour British 
manufactures. In 1883 the Government 
resolved to limit purchases from the 
European market to such articles that were 
not obtainable in India, but no effective steps 
were taken to add to the number of articles 
that could be procured within the country. 

No institutions were promoted during 
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the British period to provide long-term finance 
to industry. Even in regard to short-term 
credit, the European-owned and European- 
dominated banks operating in India rendered 
financial assistance largely to European 
business establishments. They cold- 
shouldered Indian enterprises and openly 
discriminated against them. 

The design of the railway system and the 
freight policy of the railways, both favoured 
the movement of manufactured goods and 
raw materials from and to port towns and not 
within the country itself. This encouraged 
export of raw materials rather than their, 
domestic use, and import of. industrial 
products rather than their domestic 
manufacture. 

The fact that almost all plant and 
equipment had to be imported and often 
British and other foreign technical personnel 
had to be employed at very high salaries 
added to the difficulties of Indian 
industrialists. Few could hope to succeed. 
unless they had some form of collaboration 
with British businessmen and were in the 
good books of the colonial administration. 

On account of the very slow growth of 
Indian manufacturing industries, the void 
created by the decline of traditional 
handicrafts was filled largely by imported 
manufactured goods, mainly of British origin. 
During the last half-century of British rule,, 
particularly after the adoption of the policy of 
discriminating protection in 1923, there was 
some growth of Indian manufacturing 
industries which catered primarily to the 
domestic market. In spite of this India 
remained heavily dependent on imported 
manufactures; particularly metals and metal 
products, machinery and equipment and 
chemical and petroleum products. 

India was transformed from an exporter 
of cotton fabrics and other handicraft 
products toa source of food and raw materials 
and a market for manufactured goods. The 
pattern of trade became unequal and this 
was a characteristic feature of the colonial 
system of exploitation that the British rulers 
imposed on the country. 
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Profitable Export of British Capital 

and Enterprise to India 

From about the middle of the nineteenth 
century, a new mode of colonial explditation 
appeared in the form of highly profitable 
export of British capital and enterprise to 
India. During the closing decades of British 
rule some west European, American and 
Japanese capital and enterprise were also 
attracted to India. Some estimates of foreign 
investment in India during this period are 
available, but these are not very accurate. 

Foreign capital in India took two basic 
forms : (i) sterling loans raised in England by 
the Government of India and public and 
seml-public organisations, largely for 
investment in infrastructural facilities 
(railways, ports, communications, irrigation, 
electricity undertaking, etc.) and (ii) foreign 
business investment in India, 

British capital went mostly to attivities 
that were complementary to British 
industries and largely- avoided industries 
that competed with British manufactures. 
The main fields of investment were: 


1. Economic overheads like railways, ports, 
communications, electricity undertaking, 
irrigation works, ete. 

2. Primary production or light 

manufactures for export, mainly tea, 

coffee and rubber plantations, jute mills 
and tanneries. 

Coal and gold-mining and a bit of 

petroleum extraction. 

Banking, insurance, finance and trade. 

Construction firms. 

To a limited extent, a few manufacturing 

industries catering largely to the 

domestic market, such as cotton and 

Woollen textiles, tobacco, paper ‘and 

printing industries, and engineering 

workshops. 


Foreign capital failed to develop key and 
basic industries, which form the core of 
modern industrialisation. This was a major 
factor for the distorted economic growth- 
pattern of India during the colonial period. 

Foreign capital and enterprise did make 


Pam w 


some contribution to the economic 
development of India. They initiated a new 
mode of production in the country, namely, 
industrial capitalism. They brought with 
them modern industrial and management 
techniques. They did pioneering work in the 
establishment of several newindustries. They 
also introduced modern banking, insurance, 
finance and commercial practices. Foreign 
capital financed railways and 
communications, which promoted the 
economic and political integration of the 
country, and irrigation works, which created 
new grain and cotton producing regions. 
Finally, foreign capital and enterprise blazed 
a trail for Indian capital and the field of 
modern technology and business 
organisation. However, India paid a heavy 
price in a variety of forms for this limited 
contribution to her development. Some of 
these are discussed below. 

Firstly, foreign capital and enterprise 
ruthlessly exploited the country’s cheap 
labour and abundant natural resources. The 
tea plantations and coal-mines are notorious 
examples. The tea plantations of Assam were 
the largest foreign enterprise in India in 
terms of the number of workers employed. 
The sort ofinhuman exploitation of plantation 
labour practised by European planters has 
few parallels in recent Indian history. Even 
official reports depicting the plight of the tea 
labour make sordid reading. The labourers 
died in large numbers while being transported 
to the plantations. They were paid extremely 
low wages and ill-treated, subjected to flogging 
at theslightest pretext, imprisoned for refusal 
to work, and they virtually became serfs of 
the planters. Coal-mines were another sector 
where foreign capital employed a large 
number of workers. Here the labour force 
was recruited by and large from tribal people. 
Wages were very low and working conditions 
were unsafe and arduous. Women.and 
children, too, worked underground and for 
long hours. On account of availability ofvery 
cheap labour, the mine-owners found it more 
economical to use primitive tools instead of 
modern machinery. Wasteful mining 
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methods were employed and conservation of 
natural resources received little attention. 
Reckless and ruthless exploitation ofhuman 
and natural resources, generally with the 
full support ‘of the colonial administration, 
was an important factor for the large profits 
earned by foreign capital. 

Secondly, afew European, mostly British, 
finance capitalists gained control over 
important segments of the Indian economyby 
means of the managing agency system. A 
managing agentis a person, firm or company 
entitled to the management of the affairs ofa 
company by virtue of an agreement with the 
latter. Most European managing agencies 
were partnerships; only in later years did a 
few of them become companies. They were 
controlled by a small group of financiers or 
finance-capitalists. When British capital 
began to set up modern capitalist enterprises 
in India in the mid-nineteenth century, the 
managing agency system became an 
indispensable element of the newly emerging 
economic structure, Companies incorporated 
in England could not function without a 
managing agent, resident in India, 
particularly when communication between 
Britain and India was so slow. 

‘In the initial period of development of 
large-scale capitalist enterprise in India, the 
managing agents system played an 
important role. The managing agents 
investigated and identified investment 
opportunities, promoted joint-stock 
companies, contributed a part of the capital 
of the company and raised the balance from 
other contributors, and acted as the 
guarantor for the managed company in 
respect of its loans and other transactions. 
They also acted as the agents of the 
company for purchase of machinery, raw 
materials and stores and for sale of output. 
They received commissions for the agency 
and other services rendered to the 
company. For their management services, 
they received a commission on output, sale 
or profits. 

The managing agency system exacted a 

heavy price for its initial role in the 
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development of capitalist enterprise. 
Managingagents often thrived at the expense 
of the managed company. When their 
remuneration was fixed in relation to gross 
outputor sales, they tried to maximise these 
whether or not this was profitable for the 
company. When it was related to net profits, 
they tried to overstate net profits by making 
insufficient provision forreplacement ofplant 
and equipment worn qut during operation. 
Unscrupulous managing agents took 
advantage of their inside information of the 
company's affairs to speculate in its shares. 
They took unauthorised commissions on 
purchases and sales undertaken on behalf 
of the company. They borrowed from a 
managed concern which had surplus funds 
and then lent this amount again to another 
firm at a substantially higher rate of interest. 
By such practices, managing agents 
flourished at the expense of the shareholders 
of the managed concerns who, in the case of 
companies registered in India, often included 
a large proportion of Indians. Some of the 
abuses were sought to be remedied by the 
Indian Companies (Amendment) Act, 1936 
which placed several: restrictions on 
_managing agents but many of these were 
evaded in practice. 

The worst feature of the managing 
agency system was that it became an 
instrument in the hands of a few European, 
mainly British, finance-capitalists for 
extending their control over important 
segments of the economy. The managing 
agency firms, by utilising their business 
experience, management expertise and financial 
resources, brought a growing number of 
concerns in different fields under their control. 
The managing agency firms controlled a 
total capital far in excess of the amount 
they actually owned. The control of a large 
part of the industrial structure was thus 
concentrated in the hands of the European 
managing agencies. Mergers and takeovers 
of the managing agencies resulted in the 
control of industry by still fewer hands. 

Concerns managed by the European 
managing agencies also included many 
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where large amounts of Indian capital had 
been invested. Besides industrial concerns, 
these agencies controlled banks, insurance 
companies, investment trusts and other 
financial institutions. Their representatives 
were on the boards of directors of leading 
banks. The managing agencies thus 
controlled not only foreign capital but also 
large. amounts of Indian capital. 

The managing agents were linked 
together by a system of interlocking 
directorships. The leading figures of a 


managing agency were appointed to the. 


boards of directors of the companies 
controlled by other managing agencies and 
vice versa. As a result, the control of modern 
business enterprise tended to concentrate in 
the hands of a small number of foreign 
bosses, each of whom held a large number of 
directorates. Some of the managing agency 
firms were themselves controlled by the big 
British firms or were even their subsidiaries. 
Such links made the managing agency 
system a device by which British and other 
monopoly capital exercised concentrated 
control and power over important segments 
of the Indian econdmy. The British managing 
agency firms were, as might be expected, 
very hostile to India’s national aspirations 
and demanded special safeguards for British 
capital. 

The concentration of control in the hands 
of a small number of European managing 
agencies made it easier for them to form 
monopolistic organisations to control output, 
share out markets, keep the price of finished 
goods high and of raw materials low, depress 
wages to even below subsistence levels, put 
pressure on the government for privileges, 
immunities and concessions, and create 
difficulties for Indian businessmen. The 
Indian Jute Mills Association, founded in 
1886, was a typical case of a European 
monopolistic organisation. 

Foreign capitalists used all their 
economic power and political influence to 
retard Indian business enterprise. They 
considered the tea and jute industries as 
their exclusive domain from which Indian 


businessmen were kept out. The British- 
owned banks discriminated against Indian 
business with regard to grant of credit and 
other financial assistance. They hampered 
access of Indian banks to clearing-houses, 
made it difficult for them to open new 
branches and would not allow their clients to 
deal with Indian banks. They denied credit 
to indigenous bankers. The European 
exchange banks, which monopolised foreign 
exchange business, by their highly 
discriminating policy, discouraged Indians 
from engaging in foreign trade. They also 
forced their clients to -partronise British 
insurance companies. Little wonder then 
that, as late as the 1930s, Indian merchants’ 
share of the country's foreign trade was no 
higher than about 15 per cent, and the 
financing and insurance of this trade was 
almost entirely in the hands of British 
exchange banks and insurance companies. 
The bulk of profits of foreign trade and the 
income from banking and insurance 
operations connected with it went to foreign 
business interests. 

The managing agency system became a 
big obstacle to the development of specialised 
long-term financing institutions which were 
essential for further development of Indian 
business enterprise. The European managing 
agencies showed little interest in the 
establishmentofsuch institutions; they were 
not dependent on them as they had large 
financial resources of theirown, accumulated 
out of enormous profits earned fn India. 
They had the resources of the managed 
companies at their disposal. They controlled 
the major banks,- insurance companies, 
investment trusts and other financial 
institutions. They had access to the British 
capital market and could freely borrow there. 
The absence of long-term financing 
institutions, however, seriously retarded the 
development of Indian business enterprise, 

Foreign capital not only avoided such 
manufacturing industries as competed with 
British manufactures but, by its control 
ever Indian capital, exercised through the 
managing agency system -and the 
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dominance of banks and other financial 
institutions, also directed Indian funds into 
the activities favoured by it. It thus 
contributed to the lopsided growth of the 
Indian economy, which was marked by lack 
of development of key and basic industries. 
` Finally, the concerns managed by 
European managing agencies discriminated 
against Indians in the matter of higher 
appointments. The better-paid technical and 
supervisory posts were filled mostly by 
Europeans, and Indians were denied 
reasonable opportunities for training ‘and 
promotion. The External Capital Committee 
appointed by the Government made some 
recommendations for providing greater 
opportunities to Indian capital and labour, 
butit counter-balanced these with the caution 
that putting too many restrictions on foreign 
capital would scare it away and the country 
would be denied valuable investment. As 
‘expected, the cautions weighed more heavily 
with the colonial administration than the 
positive recommendations of the committee. 
` ‘To sum up, export of capital and 
enterprise to India proved a very profitable 
activity for Britain. It enabled Britain to 
exploit the cheap labour and the rich natural 
resources of this country and control 
important segments of her economy. It 
created well-paid employment opportunities 
for British nationals in superior technical 
and managerial positions. It helped to give 
Indian economic evolution an orientation 
that was favourable to British interests. 
Finally, it created a powerful force within 
India that was very hostile to India’s 
aspirations for national independence. 


Employment of British Nationals in the 
Colonial Administration 


The colonial administration provided well 
paid employment opportunities for a large 
number of British nationals. A substantial 
part of the army consisted of exclusively 
British units. In the rest of the army, the 
Indians formed the ranks while the 
overwhelming majority of the commissioned 
officers were British. It was only after the 
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1930s that a limited number of. Indians 
began to be commissioned. In the civil 
administration, the superior services which 
occupied all key positions were largely 
manned by the British. The salaries, 


allowances and perquisites of British 


personnel were out of all proportion to the 
revailing low levels of income in the country. 
British civil and military officers enjoyed high 
salaries and immense power and authority. 
The salaries of the British civil and 
military personnel were a heavy burden on 
government finances. A portion of these was, 
remitted to Britain for the maintenance of 
families and education of children. Another 
portion was saved and remitted ‘home’. 
When British personnel returned to Britain, 
India had to bear the burden of pension 
payments. A substantial amount, out of the 
country’s annual foreign exchange earnings, 
had tb be utilized to finance the remittances 
and payments on all these counts. 


Drain on Indian Resources in the Form 
of Excess Merchandise Exports 


India had a large deficit in the so-called 
‘Invisibles’ or non-merchandise items of the 
balance of payments on current account. 
This was due to the large payments in 
foreign exchange that the country had to 
make, mostly to Britain, on account of 
import of ‘services’, investment income 
payments, and the current transfers. 
The main items were: 


(a) Payments for Import of ‘Services 
These included: 


() the charges paid to foreign 
shipping, exchange banks and 
insurance companies for services 
rendered in connection with the 
country’s foreign trade; 
the cost of training British recruits, 
who were later drafted to India (the 
so-called capitation charges); 
payments on account of foreign 
leave allowance, passage money 
from and to Britain, etc., of British 
forces. in India; 


(i) 


(iii) 
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tiv) pension payments of former civil 
and military employees of the 
colonial administration who were 
resident in Britain; and 

(v) the expenditure of the India Office 

(that is, the Secretary of State for 
India and his establishments) in 
England, paid for by India. 
(b) Investment Income Payments. These 
were: 

ü interest on the sterling debt 

(productive and non-productive) of 
the Government of India, and of 
other public and semi-public 
organisations; and 
interest, dividends and profit 
remittances by private foreign 
business in India. 
Current Transfer Payments. These were 
mostly the remittances to Britain by 
civil and military personnel of the 
colonial. administration out of their 
salaries and allowances. 


The heavy deficit in ‘invisibles’ had to be 
covered by (i) trade surplus (that is, the 
excess of merchandise exports over imports), 
(ii) net inflow of capital (that is, excess 
‘of fresh inflow of capital over the amount 
repaid or repatriated), and (iil) during 
1931-37, by exportofabout 36 million ounces 
(1,020 tonnes) of gold. The-first was, generally, 
the most important mode of payment. For 
this reason, India’s merchandise exports 
were, in most years, much larger in value 
than her merchandise imports. The excess 
exports largely financed the deficit in 
invisibles and not, as in the past, import of 
precious metals, nor, as inmanynon -colonial 
countries, acquisition of foreign assets (or 
reduction of foreign liabilities). The net loss 
of resources on the trade account was, 
therefore, considered a drain on India's 
resources and gave rise to the ‘drain theory’ 
which was in vogue for many decades after it 
was first for:nulated by Dadabhai Naoroji in 


(ii) 


(o 


2 £ = 20 shillings (s.); shilling = 12 pennies (d.) 


1871 in his book, Poverty and Un-British 
Rule in India. : 


Manipulation of Exchange Rates 


The British had a strong vested interest in a 
high rate of exchange for the rupee. The 
Government ofIndia had to make largeannual 
payments in sterling, such as interest on 
sterling debt, pensions of British civil and 
military employees, expenses of the India 
Office and capitation ‘charges. The higher the 
rate of exchange, the lighter was the burden 
of these payments on the budget. For 
example, at 2s. to a rupee, the government 
would need to raise Rs 10 to pay one pound 
sterling whereas at ls. 4d. to a rupee, it 
would need Rs 15 for the same payment.” 
Again, the higher the rate of exchange, the 
larger was the amount which the British civil 
and military personnel got in sterling for 
everyrupee they saved or remitted to Britain. 
A high rate of exchange was also in the 
interest of British businessmen. They got 
more in sterling for a given amount of rupees 
earned and remitted by them. They also 
needed fewer rupees for payment of interest 
and repayment of capital of the sterling loans 
taken out by them. Since British 
businessmen were increasing their 
investment in India largely by reinvestment 
of part of the profits in India and: not by 
bringing in fresh money from Britain, the 
adverse effect of a higher rate of exchange 
(which meant fewer rupees available for 
investment against every fresh sterling pound 
brought in) on their investment activities in 
India was not a serious handicap. 

These considerations encouraged the 
Government to fix the exchange value of the 
rupee generally at a high level. This did great 
damage to the Indian economy in certain 
periods. For example, in 1920, the value of 
the rupee was fixed at 2s. toa rupee at a time 
when an adverse balance of trade (that is, 
excess of imports over exports) called for a 
lowering of the exchange value of the rupee 
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to stimulate exports (by making these 
cheaper, in terms of foreign currencies, for 
the foreigners) and restrain imports (by 
making these more costly, in terms ofrupees, 
for the Indians). The Europeans in India 
seized this opportunity to remit their large 
wartime profits to Europe.- Within a few 
months, the Government was forced to let 
the rupee decline to much lower levels. But, 
in the meantime, India had lost huge amounts 
of foreign exchange. Again, in the 1930s 
when India was engulfed in the crisis affecting 
the capitalist world, the over-valued rupee 
(at the then prescribed rate of.exchange of 
1s. 6d. to a rupee) was one of the factors that 
reduced India’s trade surplus to below the 
required level, thus necessitating the huge 
export of gold mentioned. earlier. It also 
prevented the Government from taking 
measures to.reflate the econcmy (that is, 
raise the price level) and provide relief to the 
millions of agriculturists and other small 
producers who had been hit hard by the 
unprecedented fall in prices. A rise in prices 
would have made the rupee even more over- 
valued. 


Preferential Tariffs Favourable 
to Britain 


Whenever the situation demanded, British 

colonialism used preferential tariffs as a 

device to gain an advantage over other 

countries in the Indian market. Up to 1859, 

imports from non-British sources were 

subjected to twice the rates of duty charged 

on imports from Britain. Since Britain was 

the first country to benefit from the Industrial 

Revolution, by the mid-nineteenth century 
her industries generally had an edge over 
those ofany other country. Britain, therefore, 
no longer needed to support her exports to 
India by preferential tariffs. It was only then 
that in 1858, the colonial administration in 
India raised import duties on British goods 
to the level applicable to non-British goods. 
By the close of the nineteenth century, 

the Industrial Revolution had spread toother 
countries of western Europe. Germany, in 
particular, had, emerged as a serious 
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competitor. Japan and the USA were also 
moving in the same direction. In the changed 
conditions, Britain again welcomed a tariff 
advantage for her exports. By 1922 
preferential tariffs were in operation in 26: 
British colonies. In 1932, hit by the world 
economic crisis of the 1930s, Britain formally 
renounced free trade and enacted the Import 
Duties Act. This made it possible for her to 
participate in a scheme of Imperial Preference, 
wherein countries of the British Empire 
extended preferential tariffs to one another, 
The scheme was worked out at a conference 
held at Ottawa (Canada) in 1932 (the so- 
called Ottawa Pact). The GovernmentofIndia 
becamea party to the Agreement even though 
for some years India's trade with the non- 
Empire countries had been growing faster 
than that with the Empire countries. Britain 
definitely gained from the Agreement but 
Indian public opinion had serious misgivings 
about its utility to this country. In 1936 the 
Indian Legislative. Assembly recommended 
to the Government immediate termination of 
the Agreement. 


Exploitation of India's Resources fo 
Purposes of Conquest and War ` 


India paid for her own conquest. Up to 1765, 
the East India Company financed its 
aggressive operations from the revenues 
obtained from a highly exploitative trade. 
From 1765, when the company acquired the 
Diwani of Bengal, to 1813, when the 
Company's commercial accounts (those 
relating to its trading operations) were 
separated from its territorial accounts (those 
relating to the administration of territories 
under its control), its military and political 
operations were financed by the combined 
revenues of the two accounts. The surplus in 
the combined account was used by the 
Company to pay high dividends to its 
shareholders. Whenever excessive 
expenditure on account of the Company's 
aggressive military operations in India 
resulted in a deficit or insufficient surplus, 
the deficit was covered and the dividends 
were maintained by borrowing. As a result, 
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the so-called Indian debt of the Company 
rose from £7 million in 1793 to£59.5 million 
in 1856-57, on the eve of the takeover of the 
Indian administration by the British Crown. 

After the separation of the Company's 
territorial accounts from its commercial 
accounts in 1813, the civil and military 
expenditure and interest on the Indian debt 
were met from the former account and the 
dividends from the latter account. 

In 1833 the Company was requirea to 
discontinue its commercial operations. 
Henceforth even the dividends, at a specified 
fixed rate, were paid out of the territorial 
account. At the same time, the debt of the 
Company was made the public debt of India. 
In 1858 when the government of the country 
was transferred to the British Crown, the 
Company's shareholders were paid off by 
taking loans which also became a part of 
India’s debt. India was thus made to bear 
the full cost of conquest by Britain. 

The cost of the conquest of Burma (which 
remained part of India upto 1935) and of the 
aggressive policy on the north-west frontier 
(including the war on Afghanistan) was borne 
by India. The costofsuppression ofthe 1857 
uprising was also puton India, which pushed 
up the public debt from £60 million in 1856- 
57 to over £100 million in 1860-61. 

India, asa colony of Britain, was dragged 
into the two World Wars during 1914-18.and 
1939-45. The two wars put a heavy burden 
on India in the following ways: 


1. Government expenditure on revenue 
account rose sharply. A major factor 
for this was the swelling defence 
expenditure. Additional taxation was 
undertaken and development 
expenditure was curtailed to 
provide large resources for the war 
effort. The heavy budgetary deficits 
resulted in a large increase in the 
country’s public debt. 

2. The Government of India incurred large 
amounts of rupee expenditure on behalf 
of the British Government. The British 
Government reimbursed _ this 
expenditure by paying sterling (British 


paper currency). This meant that 
Britain exacted huge forced loans from 
India through this mechanism. Further 
more, since the Government of India 
financed a large part of this expenditure 
by rupee currency notes that were 
issued against the sterling received 
from the British Government as 
reimbursement, the result was a large 
increase in money supply. This resulted 
in serious inflation which brought 
misery and suffering to large numbers. 
Bengal was struck by a great famine 
in 1943 (during World War II). 

3. The Government of India, in 1917, 
made a gift of. £ 100 million to the 
British Government as a contribution 
to the latter's war effort. It offered 
another £ 45 million in 1918, but this 
amount was eventually reduced. 

4. India was starved of imports. The plant 
and equipment of factories, railways 
and other productive installations 
deteriorated, particularly during World 
War Il, through excessive use and lack 
of renewal and replacement. Besides, 
the prices of imports rose by a much 
higher percentage than the prices of 
exports. This meant that India had to 
export more goods to pay for the same 
quantity of imports. In other words, 
India's terms of trade further 
deteriorated. 

5. Indian troops fought on several war 
fronts and thousands of lives were lost. 


Conclusion 


The British rulers employed in India many 
of the exploitative devices known to the 
imperialist colonial system. These devices 
were perfected and made highly effective 
for the exploitation of India’s vast human 
and material resources. A study of these 
provides a useful insight into the mode of 
operation of modern colonialism. It can 
yield valuable lessons for the large number 
of developing countries, including our own, 
who are now struggling to wipe out the 
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deep-seated consequences of their colonial colonialism which employs some of these 
past, or are resisting modern neo- devices for very similar purposes. 


EXERCISE 


Briefly describe the various ways in which the English plundered the wealth and 


resources of India in the early period of their conquest of this country. What were 
the consequences of this plunder? 


List the important instruments of exploitation employed by the British rulers in India. 
How did the British impose an exploitative pattern of foreign trade on India? 
Describe the factors that led to the decline of handicrafts under British rule. 


Why was the progress of modern manufacturing industries so slow in the British 
period? 


6. Why was India generally obliged in the British period to export more goods than it 


imported? Why was this feature of India's foreign trade considered a drain on the 
country’s resources?- 


Why did the British rulers tend to maintain an unduly high rate of exchange for the 
rupee? What were the consequences for India? 


8. How did India pay for her own conquest? 


peN 


9. How did Britain exploit India's manpower and resources for purposes of war and 
conquest? 

10. , In what way were Preferential Tariffs favourable to Britain? 

Ii 


Collect a map of British India. With the help of your teacher point out some important 


locations where important economic activities were going on, Also name the economic 
activities, 
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Trends towards Market Economy and 
Development of Capitalist Enterprise 
in India 


TRENDS TOWARDS MARKET ECONOMY 


A MARKET ECONOMY is one where (i) production 
is carried on largely for sale in the market at 
prices determined by it, and not for the 
producers’ own use; (ii) land, labour (in fact, 
labour-power) and capital have emerged as 
distinct factors of production and, like other 
commodities, are freely available at prices 
determined by the market; (iii) production 
and investment (creation of new production 
facilities) are cartied on in response tomarket 
incentives, that is, the ‘profit motive’ emerges 
as the guiding factor for producers’ behaviour; 
(iv) there is widespread competition among 
individuals and firms in their economic 
activities, and (v) there is free movement of 
goods and factors of production between 
different activities and areas comprising the 
market.! A market-economy necessarily 
implies a money economy where commodities 
are valued in money and purchases and 
sales, borrowings and repayments, and other 
transactions are effected by using money as 
the medium of exchange. 

In the pre-British period, particularly 
before the disintegration of the Mughal 
Empire, certain elements of market economy 
had appeared and were gaining strength, 
even though slowly. The growing use of 
money stimulated. by the influx of bullion 


1 Of course, land is fixed in location, though not in use. 


from abroad; the development of production 
for sale in the market (in the case of 
handicrafts, production was on a 
considerable scale); the rise of capitalist 
production relations in an elementary form 
inartisan production; thesubstantial volume 
of internal and external trade; the high level 
of development of banking and credit 
instruments; the accumulation of capital in 
the hands of the money-lenders and the 
traders; and the growth of towns were some 
of the indicators of an early stage in the 
development of a market economy. 

The initial impact of the British conquest 
of India was to give a set-back to the factors 
working towards a market economy. The 
accumulations of banking and cammercial 
capital were drained away. Arts and crafts 
suffered a decline. Many towns, particularly 
handicraft centres, were depopulated. For a 
while, the influx of bullion gave way to an 
efflux. Indigenous banking and internal trade 
languished. The set-back was, however, 
temporary. Before very long, the trends 
towards a market economy reasserted 
themselves, though on a new basis. 


The Trends 
The revived trends towards a market 
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economy included the spread of the money 
economy, the replacement of custom and 
tradition by competition and contract, the 
growth of internal and external trade, the 
commercialisation of agriculture, the 
emergence of a unified national market, -and 
the transformation of land and labour-power 
into commodities. 


Spread of a Money Econemy 


Barter began to give way to cash transactions. 
Money displaced grain as the unitofaccount. 
Loans were increasingly granted, and the 
interest and principal repaid in cash. Liquid 
savings began to be maintained in hoards of 
coins and not of grain. The practice of paying 
the village handicraftsmen in cash, 
particularly for consumer goods and major 
agricultural implements supplied by them, 
began tospread. While, generally, the services 
of village artisans required for agricultural 
operations continued to be rewarded in kind, 
there was a beginning in some cases, and in 
some areas, of a tendency towards cash 
payment. The land revenue was paid in 
cash. There was tendency, especially in the 
Ryotwari areas, for rents to be paid in cash 
rather than in kind. Hired workers, even in 
some rural areas, began to be paid, wholly or 
in parts, in cash. 


Replacement of Custom and Tradition by 
Competition and Contract 


In the traditional non-market Indian 
economy, custom and status (as determined 
by the caste system, the joint family system 
and the feudal social and political structure) 
regulated the division of labour, terms of 
barter, payments for services, rate of 
interest and a person's place in society. 
Under British rule this regulatory role came 
to be increasingly performed by competition 
and contract. This change was more evident 
in urban areas but was also quite 
noticeable even in rural areas. 


Growth of External and Internal Trade 
During the British period, the external and 
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internal trade of the country expanded 


_ several-fold by value. A part of this increase 


was accounted for by the rise in prices, but 
the most important factor was the rise in the 
volume of trade. 

In 1834-35, the first year after the East 
India Company ceased to be a commercial 
organisation and India’s foreign trade was 
completely in the hands of private merchants, 
India’s exports were about Rs 8 crores and 
imports (including imports of treasure) were 
about Rs 6 crores. In 1928-29, on the eve of 
the Great Depression, exports were valued 
at Rs 339 crores and iniports (excluding 


“import of treasure) at Rs 263 crores. During 


the depressed 1930s, India’s foreign trade 
experienced a sharp decline in value, largely 
due to fall in prices (unit values) of exports 
and imports. The decline in volume was 
much less. As the world began to recover 
from the depression, India’s foreign trade 
again looked up. In 1938-39, on the eve of 
World War II, exports stood at Rs 163 crores 
and imports at Rs 153 crores. 

There are no reliable and complete data 
regarding the value of internal trade. 
However, strong evidence of the rising trend 
of internal trade is provided by such 
indicators as the goods traffic carried by 
railways, coastal ships, trucks and barges; 
bank credit made available for financing 
trade; the growing volume of exports and 
imports; the growth of towns with 
predominantly commercial character; the 
increase in thé numbers engaged in trading 
activities; the growth of commercial crops 
and industrial production; and the increase 
in market arrivals of foodgrains. 


Commercialisation of Agriculture 


In the pre-British self-sufficient village 
communities, apart from the portion of the 
output that had to be surrendered or sold in 
payment of land revenue, agricultural 
production had been largely for consumption 
within the village. On the othet hand, under 
British rule, a growing proportion of the 
output was sold in the market. One conse- 
quence of this was that agriculture began to 
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slowly change, froma way of life toa business 
enterprise governed by commercial 
considerations. increasing cultivation of 
commercial crops (cotton, jute, oil-seeds, 
sugarcane, tobacco, condiments and spices, 
and fruits and vegetables) which are grown 
mostly for sale and not for self-consumption 
was a manifestation of this trend. In course 
of time, a substantial proportion of even the 
foodgrain output came be sold in the market. 
The trend towards commercialisation was 
most pronounced in tea, coffee, rubber and 
other plantations which came to be 
established from about the middle of the 
nineteenth century. These were large-scale 
commercial enterprises producing almost 
entirely for the market. Commercialisation 
of agriculture was a powerful factor in the 
gradual evolution of a market economy. 


Emergence of a Unified National Market 


In the pre-British period, political 
fragmentation had involved economic 
fragmentation. Therewas no national market 
with free and unimpeded movement of goods 
and no tendency towards equalisation of 
prices all over the country. The self-sufficient 
village community was just the opposite ofa 
national market. The markets that existed 
were, by and large, local. Abundance of 
certain goods in some parts of the country 
and an acute scarcity of these in other parts 
was a common occurrence. The limited size 
of the local markets ruled out large-scale 
enterprise. Under British rule, in course of 
time, the situation began to change. 
Fragmented and isolated local markets 
tended to merge into a broad national market. 
The self-sufficiency of the village began to 
erode and it was increasingly drawn into the 
orbit of the national market. The gradual 
emergence of a broad national market had 
far-reaching consequences. 


Transformation of Land and Labour-Power 
into Commodities 
Prior to British rule, land was not a private 


property which could be freely sold or 
purchased. The ruler, the feudal assignee 
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and the cultivator each had customary, and 


not exclusive, rights on land. The position ` 


changed with the land settlements effected 
by the British. The new rulers held that, 
as in contemporary England, all land 
should be somebody's private property. The 
different settlements decided who that 
somebody was. The Zamindari Settlement 
vested ownership rights on land in the 
zamindar; the Mahalwari Settlement, in 
groups of owners of the village community; 
the Ryotwari Settlement, in the individual 
ryot (cultivator). Thus, throughout the 
country land became private property, and 
hence an article of purchase and sale, that 
is, a commodity. 

In the pre-British period, the typical 
producer, whether a cultivator or an artisan, 
was a self-employed person. He owned his 
instruments of production (tools, implements, 
draught cattle, etc.) and had land for his use. 
What he sold was the product of his labour, 
and not the capacity to work. However, even 
then, the beginnings of a change in the 
status of the producer had appeared, 
particularly in the field of handicraft 
production. In the karkhanas (manufactories) 
set up by the more prosperous artisans and, 
presumably, also by dealers and financiers, 
artisans began to be employed on wages. 
The ‘putting-out’ system under which the 
merchant-capitalist advanced money and 
raw materials to the artisan and, in return, 
received the articles produced to his order, 
eroded the independent status of handicraft 
producers. This process was carried to a 
logical conclusion in the British period. 

A numerous class of wage workers 
appeared. They did not own the means of 


`a 


production (land, tools, work places, etc.,) . 


except that’a small fraction of them owned 
tiny pieces of land. They earned their living 
by selling their labour-power or capacity to 
work and not the products of their labour. 
The labour-power of these wage workers was 
purchased by capitalists to work the means 
of production owned and controlled by them 
so as to earn a surplus for themselves. In 
other words, labour-power became an article 
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of sale and purchase in the market, that is, 
it became‘a commodity. 

The transformation of land and labour- 
power into commodities immensely widened 
the scope of the market. Besides, the 
emergence of labour power as a commodity 
brought a new mode of production to the 
country, namely, the capitalist mode of 
production; here, typically, production is 
carried on by those who command the means 
of production by employing hired labour, for 
sale in the market. The evolution of the 
Indian economy thus entered a new historical 

stage. 


The Contributory Factors 


The more important factors that contributed 

-to the emergence and reinforcement of 
various trends towards a market economy in 
India included the political unification of the 
country; the adoption of a centralised 
administrative system; the burden of land 
revenue and rent; the growth of agricultural 
indebtedness; the development of transport 
and communications; the institution of a 
unified monetary system; and the creation of 
a modern banking system. 


Political Unification of the Country 


The British conquest of India brought about 
an unprecedented degree of political 
unification of the country. The former rulers 
of India were either eliminated or reduced to 
subservience. Areas containing about three- 
quarters of the country’s population were 
brought under direct British administration. 
In the rest of the country, the Indian states 
remained but their rulers (called princes) 
enjoyed little more than a degree ofautonomy 
in the internal administration of their 
territories. British power was supreme 
throughout the country. The continual wars 
and conflicts that had earlier ravaged the 
country came to an end: After the Crown 
took over the administration of the country 
(1858), the new regime was very stable for a 
long time. It maintained peace and order 
with an iron hand. Both physical and fiscal 
barriers to the movement of goods were 
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largely removed. A unified civil law was 
introduced. This situation created favourable 
conditions for the growth of the market. 


A Centralised Administrative System 


The British instituted a highly centralised 
system. It ignored the village community 
and directly dealt with individuals. Under its 
impact, as well as that of the new economic 
trends, the village community suffered 
erosion and eventual break-up. As a result, 
custom and status as the basis of socio- 
economic relationships yielded place to 
competition and contract, that is, the forces 
and institutions of the market. 


Burden of Land Revenue 


The generally heavy incidence of land 
revenue, its rigorous realisation and the 
requirement that it be paid in money, were 
important factors that obliged the 
agriculturist to bring a substantial part of 
his produce to the market. Initially, land 
revenue assessments were very high almost 
everywhere. The demand was somewhat 
reduced in course of time but, except in 
the case of areas under Permanent 
Zamindari Settlement (where the 
assessment had been fixed forever and 
there was no periodic enhancement to 
match the rising productivity and value of 
land), land revenue remained a heavy 
burden. Agriculturists were forced to raise 
the needed cash for meeting this obligation 
by marketing their produce. The land 
revenue system instituted by the British 
thus played an important part in the 
commercialisation of agriculture. 


Burden of Rent 


Another factor, which tended to force a large 
quantity of the agricultural produce on to the 
market, was the growing burden of rent 
payments. This factor operated under all 
forms of land settlement. 

In the areas under the Zamindari 
Settlement, the actual cultivator was almost 
invariably a tenant. Since nothing had been 
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done to protect his customary rights with 
regard to the use of land, he was largely 
defenceless against the zamindar. The 
zamindars and their subordinate agents used 
their power and the opportunity provided by 
growing competition for land to exact high 
rents. Landlord-tenant relations emerged 
under other land tenures also. On account of 
the relatively settled and peaceful conditions 
under British rule, the population grew at a 
higher rate. At the same time, the ruin of 
handicrafts added to the number of those 
who sought land to be able to eke out a living 
by engaging in cultivation. The cultivators 
who had no or very little land began to offer 
rents which were increasingly in exces$ of, 
the true economic rent, measured by*the 
amount by which thevalue ofoutput exceeded’ 
the cost of cultivation including a fair wage 
for the family labour employed. The actual 
rent, in fact, included a part of what should 
have remained with the tenant-cultivator as 
his subsistence. It thus became more paying 
for substantial owners to rent out land rather 
than engage in self-eultivation. This was 
perhaps the most important factor for the 
emergence of landlord-tenant relations even 
in the Ryotwari areas (where, initially, the 
cultivator had been recognized as the owner 
of land) and for the prevalence of high rents. 
The growing indebtedness of the 
peasants was an important factor for the 
growth of landlord-tenant relations under 
British rule. When the ryot failed to repay 
the loan, he was often obliged to transfer 
the ownership of land to the money-lender. 
In many cases, the former owner then 
_ cont{nued as the tenant of the new owner. 
The growth of landlord-tenant relations 
and the rising trend in rents had the effect 
of increasing the marketed surplus of 
agricultural produce at the expense of the, 
tenant-cultivator’s subsistence. When the 
rent was payable in kind, as was the case 
in most cases, the produce received as rent _ 
was sold by the landlord after retaining 
what was required by him. When it was 
payable in cash, the tenant himself was 
obliged to sell a large part of his produce 
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to raise the needed anfount. In either case, 
while the tenant starved or was severely 
undernourished, the market received a 
substantial part of the produce. 


Agricultural Indebtedness 


There was an unprecedented and continued 
growth in agricultural indebteness under 
British rule. The Central Banking Enquiry 
Committee (1932) estimated that by the 
beginning of the 1930s the debt had grown 
to about Rs 900 crores, which was a colossal 
sum at the low prices then prevailing. The 
growth of indebtedness may be attributed to 
two sets of factors: (i) those which enabled 
the agriculturist to borrow, and (ii) those that 
<ompelled or induced him to borrow. 
Among the first set of factors, the most 
important was the emergence of private 
property in land and the rise in its value. As 
a result the agriculturist had a valuable 
tangible asset and could borrow against its 
security. Secondly, in.the new situation the 
money-lender was keen to lend to any credit- 
worthy agriculturist. The village community, 
which in the pre-British period had frowned 
upon excessive borrowing or lending and 
had protected the individual cultivator 
against exploitation by the money-lender, 
had disintegrated. While in earlier years the 
State took no interest in assisting the money- 
lender in the recovery of loans, the civil laws 
enacted by the British and the law courts 
instituted by them fully assisted him in the 
recovery of interest and debt. Pre-British 
custom generally limited total, compound 
interest to 50 percent of the amount 
lent, in the case of cash loans, and to 100 per 
cent, in the case of grain loans. The courts 


- established by the British recognised no 


such limit and the interest accumulated 
endlessly. 

The factors which obliged or induced the 
agriculturist to borrow included the burden 
of land revenue and rent; lowincomes; natu- 
ral calamities and personal consumption 
needs; extravagance on social and religious 
occasions; excessive litigation; and purchase 
of land, cattle, implements and seed. 
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The rising burden of land revenue and 
rent obliged many agriculturists to borrow to 
_ be able to meet these obligations. Most 
cultivators had very low incomes. Many could 
hardly make both ends meet in good crop 
years. In bad years they were obliged to 
borrow for sheer subsistence. Drought, 
floods, locusts and other natural calamities 
caused failure of crops. The incidence of 
disease and epidemics was very high among 
both men and cattle. When hit by such 
calamities, the peasant family had no choice 
but to borrow the means ofsurvival. Excessive 
ritualism has been, for centuries, the bane of 
Indian society. The priestly classes, who 
directly benefit from rituals, have always 
_ taken advantage of illiteracy, ignorance and 
backwardness to multiply rituals and make 
them more expensive. In regard to ritualism, 
the masses have tended to ape the upper 
classes. Lavish expenditure (in relation to 
very slender means) on social, religious and 
cultural occasions often pushed the 
agriculturist into the clutches of the money- 
lender. The replacement of custom and the 
village community by British civil law and 
the law courts opened the way for excessive 
litigation. The new legal processes were very 
slow-moving and expensive. Involvement in 
litigation inevitably pushed the agriculturist 
into debt. The peasant, once he fell into debt, 
found it difficult to extricate himself. The 
interest rates were high and the debt 
multiplied ceaselessly because of the 
compound rate and absence ofany ceilingon 
the total interest payable. The money-lender 
also frequently indulged in malpractices. At 
the death of the debtor, his obligations were 
generally taken over by his heirs who 
considered it their duty to clear the debt left 
by their ancestor. The ryot was often born in 
debt, lived in debt, and died in debt. 

The agriculturist needed cash to meet 
his interest and repayment obligations: This 
obliged him to produce for the market. The 
growth of indebtedness indeed became an 
important factor for the enlargement of the 
marketed portion of farm produce. 
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Transport and Communications 


A major factor for the growth of the market 
was the vast improvement in internal and 
external transport and communications from 
about the middle of the nineteenth century. 
It brought together the numerous local 
markets and fused them into a vast national 
market. By facilitating the assembly of raw 
materials and distribution of finished 
products, it promoted large-scale industrial 
enterprise. It facilitated the commercialisation 
ofagriculture by encouraging the cultivation 
of commercial crops and large-scale trade in 
foodgrains and other fodd products. It led to 
an unprecedented expansion in the internal 
and external trade of the country and provided 
added stimulus to the growth of commercial 
and industrial towns. The commodity and 
other markets developed in size, scope 
organisation and procedures. Thus, amarket 
economy, with its varied elements, began to 
take shape. 


A Unified Monetary System 


At the close of the eighteenth century, a 
chaotic situation prevailed with regard to 
currency. It has been estimated that “as 
many as 994 different coins made of gold 
and silver and of varying weight and fineness 
were current”. This confused situation was 
brought to an end in 1835 when the rupee, 
with a pure silver content of 165 grains (180- 
grains with a fineness ofeleven-twelfths) was 
declared as the only legal tender (official 
currency) throughout the territories of the 
Company. From 1835, while the rest of the 
country had several distinct monetary 
standards, British India had a: single 
monetary system. It promoted the evolution 
of a market economy in India by facilitating 
the growth of domestic and foreign trade, 
integration of government finances and 
development of a modern banking system. 


A Modern Banking System 


An important landmark in the development 


of modern banking was the establishment, 
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with the East India Company's participation 
in share capital, of the Presidency Banks of 
Bengal (1840), Bombay (1840) and Madras 
(1843). In 1921 the three Presidency Banks 
were merged to form the Imperial Bank of 
India. All treasury balances were held at the 
branches of the Imperial Bank. Till the 
establishment of the Reserve Bank of India 
(1935), the Imperial Bank served as the 
government's banker and also managed its 
public debt. However, even at this stage, the 
control of currency remained separated from 
the control of credit. While currency was 
controlled by the Government of India, the 
“credit situation was controlled, so far as it 
was controlled at all, by the Imperial Bank”. 
In 1935, when the Reserve Bank of India was 
established, the custody of government 
balances and the management of public 
debt weré transferred to it . After that the 
Imperial Bank functioned as the country's 
foremost commercial bank and it was freed 
from the banon engaging in foreign exchange 
business and on borrowing abroad. 

The Swadeshi (buy Indian) Movement 
(1905-08) gave an impetus to the 
development of Indian-owned joint-stock 
banks. But many of these banks eventually 
failed. A slender capital base, uneconomic 
size, insufficiency of trained personnel, lack 
of distinction between short-term borrowing 
and long-term mortgage banking, excessive 
indulgence in speculative activities, hostility 
of European banks, and lack of a central 
bank to provide support in difficult times 
were some of the factors responsible: for 
bank failures. Even as late as the 1920s, 
banking was dominated by the Europeans. 

With the growth of India’s foreign trade, 
particularly after the Suez Canal was opened 
to traffic (1869), the European banks (the so- 
called Exchange Banks) specialising in the 
financing of foreign trade increased in 
number and expanded their business. These 
banks were commonly accused of 
discrimination against Indian business’ 
interests. The Indian joint-stock banks, with 
their limited funds and lack of trained and 
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experienced personnel, were in no position 
to deal in foreign exchange. The foreign 
exchange business, therefore, remained a 
virtual monopoly of the European Exchange 
Banks till Independence. 

After several experiments with 
government-sponsored banks, the Govern- 
ment set up Post Office Savings Banks. In 
course of time these became an important 
agency for the mobilisation of small savings. 
In 1932, the Central Banking Enquiry 
Committee made several recommendations 
for better working of the commercial banks, 
These were given effect to by the amendment 
of the Indian Companies Act (1936). 

The need fora central bank had been felt 
foralong time. The Central Banking Enquiry 
Committee (1932) endorsed the proposal for 
a central bank. The Reserve Bank of India 
(RBI) was set up in 1935 as a private share- 
holders’ bank, though under stringent 
government control. It was entrusted with 
the usual functions of a central bank. It 
became the government's banker and banks’ 
banker. It had the monopoly of note issue 
(with the exception of one rupee notes). It 
was responsible for control of credit, mana- 
gement of the public debt, maintenance of 
the specified rate of exchange, and adminis- 
tration of the foreign exchange reserves. It 
provided cheap and speedy remittance 
facilities and paid special attention to the 
need for agricultural credit. 

With the establishment of the RBI, Indian 
banking came of age. It still had major 
deficiencies sych as inadequate covegage, 
concentration in urban areas, neglect of 
agriculture and rural credit, exclusive private 
ownership of banks, uneconomic size of 
many banks, dominance of foreign exchange 
business by European Exchange Banks, 
and lack of term-financing institutions which 
are so essential for industrial development. 
Nevertheless, Indian banking had definitely 
outgrown its infancy. 

The banking system, itself a product of 
the evolution of a market economy in India, 
gave a powerful impetus to its further 
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development. It promoted the use of money in 
“transactions, facilitated trade, supported 
‘industry, encouraged the commercialisation 
“of agriculture and promoted the saving and 
` banking habit. A developed market economy 
- is inconceivable without an adequate banking 
‘system. 


DEVELOPMENT OF INDIAN 
CAPITALIST ENTERPRISE 


.When British rule was securely established, 
Indian business activities in the field of trade, 
money-lending and indigenous banking 
revived and progressed on a new basis, by 
adapting to the needs of colonial exploitation. 
The money-lender by providing loans to 
agriculturists facilitated collection of land 

' revenue and sale of imported British goods. 

' Agriculturists secured the cash required to 
meet theirinterest and repayment obligations 
“to the money-lender by bringing a growing 
amount of their produce to the market. The 
‘money lender's activities thus helped the 
regime to generate the marketed surplus of 
| farm produce for meeting domestic needs as 
well as for export. The merchant undertook, 
‘onthe one hand, the distribution of imported, 
mostly British manufactures, all over the 
country and, on the other hand, the collection 
of agricultural produce from the vast rural 
areas and its movement to the urban areas for 

` domestic consumption and to the port towns 

` for export, mostly to Britain. The indigenous 
banker financed ‘this dual process of 

‘distribution and collection, While acting 
essentially as middlemen, between British 

_capital and Indian consumers and producers, 
Indian trading and money-lending classes 
achieved the initial accumulation of capital. The 
growth ofa market economy in India gave these 

‘classes opportunities formultiplicationof wealth. 

The cotton boom resulting from. the 

American Civil War (1861-65), the very 

profitable contracts for the supply of 

provisions to the British expeditionary force 
in Abyssinia (1868), and other such money 
making opportunities enabled the Parsi and 

Gujarati merchants of Bombay to amass big 
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fortunes. This made them look for new 
avenues for profitable investment of their 
capital. They were attracted by the cotton 
industry. India had the raw material, the 
market and the skills for this industry. The 
mills began to be established in the 1850s, 
mostly in Bombay. After slow progress during 
the 1850s and the 1860s, the industry made 
rapid progress during the 1870s. By 1879, 
the number of mills rose to 56 and the 
industry had begun to spread to inlarid 
centres like Nagpur, Ahmedabad and 
Sholapur. The proximity. of sources of raw 
material, cheap and abundant labour, large 
marketing centres, and easy communi- 
cations as a result of railway construction 
were some of the factors responsible for the 
inward shift of the industry. At some inland 
centres, notably Ahmedabad, the entrepre- 
neurs came from the ranks of big indigenous 
bankers and money-lenders instead of the 
merchants. Thus the trading and money- 
lending middlemen of yesterday began to 
emerge as the industrial magnates of today, 
and Indian industrial capitalism was born. 
The cotton textile industry made rapid 
headway after 1885. By 1904-05, thenumber 
of mills rose to 206, and of the persons 
employed to 1,96,369. In the 1890s there 
were also the beginnings of a structural 
change in the industry. Till then, spinning 
had been the predominant activity. The yarn 
output was largely made available to the 
handloom sector or exported. The industry 
had initially concentrated on spinning coarse 
yarns as this was where it had the best 
chance of successfully competing with 
Lancashire (UK). By 1890, the industry had 
gained virtual monopoly of the Indian coarse 
yarn market and had been very successfulin 
building up exports of yarn to China and 
Japan. In the process it had both ousted 
Lancashire and killed the domestic hand- 
spinning industry. By the beginning of the 
1890s, however, yarn exports had begun to 
shrink as Japan had built a cotton mill 
industry of its own. Indian industry then 
began to develop a weaving capacity to create 
an alternative market for its yarn output. 
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The other fields in which capitalist 
enterprise began to participate in about the 
middle of the nineteenth century were tea 
and coffee plantations, jute mills and coal- 
mines. By the turn of the century, all these 
had grown into major industries. All these 
activities were, however, dominated by 
Europeans. Very little Indian capital and 
enterprise had gone into these sectors. 

In Chapter 1, it was explained how the 
growth of Indian industrial enterprise was 
constrained almost throughout the British 
period by the open hostility of the British 
colonial administration and the British 
business interest towards it. In the prevailing 
hostile environment, Indian businessmen 
waged a many-sided struggle for survival. 
They cooperated with the British rulers and 
tried to humour them in various ways with 
the aim of softening their hostility. They also 
appealed to the emerging nationalist 
sentiments in the country. Indian industria- 
lists also sought to increase their competitive 
capability by economising on costs. To ‘this 
end they ruthlessly exploited workers, in a 
Manner similar to the early days of the 
Industrial Revolution in England. The 
workers suffered due to inordinately long 
hours, very low wages and miserable working 
and living conditions. Bombay mill-owners 
were as opposed to labour legislation as the 
British jute manufacturers of Calcutta. 

The Swadeshi (buy Indian) Movement 
(1905-08) provided some relief to Indian 
industry, particularly the cotton textile 
industry which expanded considerably 
during this period. Another path-breaking 
development during this period was the 
setting up of an iron and steel plant at 
Jamshedpur (Bihar). The Tata Iron and Steel 
Company, registered in 1907, produced pig 
iron in 1911 and steel in 1913. This event 
ushered India into the strategic sector of 
heavy industry. 

World War I (1914-18) brought higher 
Prices, and lower living standard, for the 

: common man. But it proved a boon to Indian 
industrialists. Imports from Germany had 
stopped and those from Britain and her 
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allies had greatly declined in volume, while 
there were large Government and Allied 
purchases for war purposes. Import duties 
had been enhanced for revenue purposes. 
Short-term demand was no problem for most 
Indian industries. Decline in the export of 
raw materials had resulted ina slower rise in 
their prices ‘than in those of manufactured 
goods. There was practically no rise in wages. 
In the event, both Indian and European mill- 
owners made fabulous profits. The profits 
‘were, however, largely frittered away in 
excessive dividends to shareholders and not 
invested in industrial expansion. The country 
had practically no capital goods industries 
at that time and the needed imports of plant 
and equipment were not forthcoming in war- 
time conditions. The greatly reduced 
availability of plant and machinery acted as 
an effective barrier to expansion of production 
capacity. In fact, even the existing plant was 
run down by.excessive wear and tear and 
non-availability of replacements. Some 
railway lines were dismantled and shipped 
to the war areas in the Middle East. Indian 
industry, lacking a domestic base of capital 
goods industries, secured only limited and 
temporary benefits. 

Nevertheless, the war did strengthen 
Indian business considerably. Its spokesmen 
were becoming increasingly assertive and 
demanding. The war had also stimulated 
political awakening. When, after the end of 
the war, foreign competition revived and the 
exceptional demand for Indian goods for war 
purposes disappeared, State assistance to 
and protection of Indian industry became a 
very live issue. In the new circumstances, it 
was no longer possible for the British to 
persist with the cld policy of free trade which 
was 60 inimical to the industrial development 
of the country. There were growing signs of 
flexibility in colonial policy. The new trend 
culminated in the Government of India’s 
acceptance, in 1923, of a policy of 

- discriminating protection for industries as 
recommended by the first Fiscal Commission. 
This policy favoured grant of fiscal protection 
to deserving industries in the initial stages of 
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development or in cases when they were 

suffering from unfair competition. To qualify 

for grant of fiscal protection, the industry 
had to satisfy certain criteria. The industry 
must: 

l. possess natural advantages, such as 
an abundant supply of raw material, 
cheap power, a sufficient supply of 
labour, and a large home market; 

2. be one which without the help of 
protection was not likely to develop at 
all or as rapidly as was desirable in 
the interests of the country; and 

3. be able eventually to face world 
competition without protection. 


The above so-called ‘triple formula’ was 
not very unreasonable in itself, provided it 
was recognised that in some cases departures 
from it might be necessary and justified. For 
example, the experience of Japan's 
industrialisation shows that lack of an 
abundant domestic supply of raw materials 
need not be an insuperable barrier to the 
successful development ofan industry. There 
was clearly a case for flexible and sympathetic 
application of the formula. But the colonial 
administration thought and acted otherwise. 
Industries had to be ‘established without 
prior assurance of protection, because the 
application was entertained only after the 
industry had been established. While the 
Fiscal Commission had recommended a 
permanent Tariff Board to consider the 
applications for protection, the Government 
set up only temporary Tariff Boards to 
examine particular applications. This 
arrangement went against independence of 
judgement, accumulation of experience in 
the examination of cases, uniformity of 
approach and a coordinated development of 
different industries. The requests for 
protection were turned down on flimsy 
grounds. In short, the effectiveness of the 

policy ofdiscriminating protection was greatly, 
reduced by a rigid and unsympathetic 
interpretation of the formula. Nevertheless, 
it did provide some stimulus to industrial 
development, for example, the sugar industry 
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made spectacular progress after the grant of 
protection (1932). The steel and the cotton 
textile industries also. showed substantial 
increases in output after the grant: of 
protection in 1924 and 1930, respectively. 

During World War II Indian business 
once again made important gains. The 
competition of imports ceased to. be a 
problem. The large war requirements kept 
the order books full. The neighbouring 
countries were obliged to turn to India for 
essential items. Producers and traders also 
made large profits through hoarding and 
black-marketing. The Government -did 
institute some controls but these were 
generally favourable to manufacturers, and 
implementation was half-hearted and 
ineffective. The biggest gainers were the 
managing agents, Indian as well as foreign. 
The bulk of the profits, including the gains 
from extra-legal activities, went to them and 
not so much to the shareholders. Several 
new Indian managing agency houses 
appeared, grew rich and gained prominence. 
The number and wealth of big capitalists 
multiplied fast. They profited the most from 
the war. 

Indian businessmen had little opportu- 
nity to invest their war time profits in 
expanding their production facilities. The 
non-availability of capital goods was once 
again the chiefbottleneck. Even replacement 
to make up wear and tear of plant and 
equipment were not available. The production 
base of the modern capitalist sector, 
therefore, did not expand significantly. 
Nevertheless, war time super profits enabled 
Indian capitalism to expand in several 
directions. ‘(i) The joint-stock companies 
registered in India greatly increased in 
number and paid-up capital. The great 
majority of the new companies were owned 
and controlled by Indian capital. Some of 
these companies bought existing plants from 
the European owners, though at very high 
prices. (ii) Indian joint-stock banks expe- 
rienced a very high rate of growth in terms of 
deposits and assets. Prominent Indian 
business houses promoted new banks, which 
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soon gained strength. Indian big business 
houses greatly added to their financial 
strength by their control of major Indian 
banks. Indian capital also began to penetrate 
the banks previously controlled by the British. 
The bulk of credit henceforth went to Indian 
firms. The control of banks provided Indian 
big business with another instrument to 
extend their control over industry. (iii) 
Indian life insurance companies made rapid 
headway. The control of life insurance 
companies and of their growing resources 
was another source of strength to Indian big 
business. (iv) The enhanced war time profits 
enabled Indian capital to penetrate European 
firms and industries by buying their shares 
and managing rights. These trends tilted the 
balance in favour of Indian capital, though 
foreign capital was by no means down and 
out. European business interésts still 
remained strongly entrenched in important 
segments of the eeonomy. They had 
usually yielded less important positions and 
that, too, at highly inflated prices, but had 
tried to retain as ‘many key positions as 
possible. A 

During the war period, there arose, from 
the ranks of big capitalists, a group of big 
business houses, each of whom controlled a 
large number of concerns and activities and 
wielded a certain degree of monopolistic 
power. This development was facilitated by 
two important trends in the growth of Indian 
industrial capitalism. Firstly, in the Indian 
factory industry, there had always been a 
high degree of concentration of production. 
The war further strengthened this trend. In 
1947, factories employing over 1,000 workers 
each formed only 7 per cent of the total 
number of factories but accounted for over’ 
67 percent of factory employment. A majority 
of these big factories were controlled by 
Indian big business. Secondly, like the 
European managing agencies, Indian big 
business, instead of concentrating .on a 
particular line and taking it to advanced 
levels of development, spread out in all 


directions and built up a conglomerate of 
very diverse activities including factory 
industries, banks, insurance companies, 
trading concerns, service agencies, and also 
indulged in speculation in commodities, 
bullion and stocks. By such concentration of 
control, Indian big business was able to grow 
much faster than the rest of the economy. 
Besides, big business took on the character 
of finance capitalists rather than of traditional 
entrepreneurs. 

The growing strength of Indian big 
capitalist brought about a change in attitude 
on the part of British and other foreign 
business interest. The latter began to show 
considerable interest in collaborating with 
the formerand undertaking jointenterprises 
with them. TheIndian capitalists, who lacked 
technical and managerial knowledge and 
depended on imports of plant and equipment 
from advanced countries, also saw an advan- 
tage to themselves in such collaboration.” 
These trends resulted in a number of 
collaboration agreements between Indian 
and foreign businessmen towards the close 
of the war period and in the immediate post- 
war period. 

Modern Indian capitalism, during the 
century or so after it appeared as a frail 
sapling, had grown strong roots in the Indian 
soil. For several decades it had to contend 
with severe difficulties and weather many a 
storm. But it steadily grew and eventually 
became a force to reckon with. It drew 
strength from the growing movement for 
national independence and, in turn, lent 
support to it. When the British rulers were 
obliged to concede a measure of protection 
to Indian industry, the climate for growth of 
Indian capitalism improved, though 
moderately. The two World Wars also 
provided a stimulus. By the close of the 
British period, Indian industrial capitalism 
had been securely established, While it still 
suffered from stunted growth and severe 
deformities, it had, nevertheless, become a 
powerful socio-economic force. 
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EXERCISE 


Define market economy. 


Describe the main trends towards a market economy in the British period. 


Describe the main factors that contributed, in the British period, to the emergence 
and strengthening of the trends towards’a market economy. 


How was the Indian cultivator obliged under British rule to produce increasingly for 
the market? 


How did the burden of land revenue and rent promote the growth of a market 
economy in the British period? 


Describe the contribution of transport and communications to the growth of a market 
economy under British rule. 


Outline the growth of the modern banking system in the British period. How did it 
help in the growth of a market economy? 


Describe ‘he emergence and growth of the modern cotton textile industry in the pre- 
independence period. 


Describe the impact of the two World Wars on the Indian economy. 
Describe the policy of discriminating protection and its impact on India, 
Write a short note on Agricultural Indebtedness under British rule. 

How did the British plant the seed of the modern banking system in India? 
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Economic Consequences 
of British Rule 


THE INDIAN ECONOMY experienced far-reaching 
changes during the British period which 
transformed it into a colonial, semi-feudal, 
lopsided, stagnant and backward economy. 
The plant and equipment worn out during 
the Second World ‘War were further 
damaged in the Partition disturbances. 
Independent India inherited grave economic 
problems from her colonial past. 


Colonial Economy 


The colonial character of the economy 
expressed itself, firstly, in an unequal 
pattern of trade with Britain and other 
industrialised countries. The country had 
become a vast source of raw materials and 
market for manufactures. A few industrial 
products, mostly jute textiles, that figured 
among its exports, involved little more than 
simple processing of agricultural produce. 
Likewise, a few primary products such as 
foodgrains, raw cotton and raw jute which 
has appeared among her imports were a 
consequence of (i) loss of rice-surplus 
Burma from 1 April 1937, and wheat-and- 
cotton-surplus West Punjab and Sindh and 
rice-surplus East Bengal from 15 August 
1947, and (H) very slow growth of India's 
Predominantly semi-feudal agriculture in 
. Comparisons with the rise in population in 
the preceding few decades. It did not at all 
reflect a high level of industrialisation. 
The second manifestation of the colonial 


character of the economy was that foreign 
(mostly British) capital had entrenched itself 
in important segments of the modern sector 
of the economy. World War II had somewhat 
weakened the hold of foreign capital. But, 
at the time of Independence, the Indian 
economy had by no means freed itself from 
exploitation by, and influence of, foreign 
capital. 


Semi-Feudal Economy 


In the areas which were brought under 
Permanent or Temporary Zamindari 
Settlements, the British reinforced per- 
existing feudalism by conferring on the 
former revenue farmers the rights of 
ownership in land. The actual cultivator 
ceased to have any legal rights which were 
recognised and enforced by the courts. In 
the Permanent Settlement areas, the fact 
that the land revenue demand had been 
fixed permanently, while its rental value 
was rising with growing pressure on land, 
gave rise to a process of sub-infeudation. 
Layer upon layer of intermediaries came 
into being, each entitled to a share in the 
surplus exacted from the actual tiller. In 
the areas under the Ryotwari Settlement, 
the cultivator had been recognised as the 
proprietor of his land. But the prevailing 
conditions in agriculture and the rural 
economy soon gave rise to landlord-tenant 
relations on an extensive scale. Thus 
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varying degrees of feudal relations were 
widespread in the colonial economy. 
However, it was not an entirely feudal 
economy. Foreign capital and enterprise 
had directly created a capitalist sector. 
From about the middle of the nineteenth 
century, the growing trends towards a 
market economy had also given rise to an 
Indian capitalist sector. By the close of the 
British period, this sector had taken firm 
root in a sizable segment of the non- 
agricultural sector of the economy. 
Capitalism had, in fact, penetrated even 
agriculture and handicrafts. Plantations, 
each employing a large number of workers, 
were essentially capitalist enterprises even 
though they also exhibited elements of 
bonded labour and serfdom. Even in 
ordinary crop-farming, capitalist production 
relations had emerged and were gaining 
strength. This process showed itself, on the 
one hand, in the emergence and growth of 
a stratum of the more substantial 
cultivators who carried on cultivation largely 
by employing hired labour and, on the other 
hand, in the rise and multiplication of a 
numerous class of agricultural workers who 
earned their livelihood principally by hiring 
themselves out to the cultivators. This 
development was particularly noticeable in 
the Ryotwari areas, but even in the 
Zamindari areas, the more substantial 
tenant-cultivators and the zamindars (in 
respect of the land under their personal 
cultivation) had begun to employ hired 
labour to undertake farming operations. In 
some cases and areas, agricultural workers 
were little better off than serfs. Perpetual 
indebtedness to the employer made them 
serve him from year to year, or even from 
generation to generation. Among the 
millions of artisans all over the country, 
many had virtually become the employees 
of merchant-capitalists or owners of 
manufactories. Indeed the elements of 
capitalist production relations had 
appeared, in varying degrees, almost all 
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over the country and were gaining strength. 
As a result, at the time of Independence, 
India had a semi-feudal economy. 


Backward Economy 


At the end of British rule, India had a 
very backward, predominantly agrarian 
economy. Agriculture engaged about 70 
per cent of the labour force and generated 
59 per cent of the national income. Very 
probably the initial impact of British rule 
was to increase the percentage of the labour 
force attached to agriculture, as the ruined 
artisans were obliged to seek their livelihood 
by this activity. The resulting distribution 
of the labour force-was never significantly 
altered throughout the British period. 
Agriculture continued to absorb 68 to 72 
per cent of the labour force whereas in 
many industrialised countries this percen- 
tage had fallen to below 10 per cent. The 
non-agricultural sector was not only small 
but also had a very unbalanced structure. 
The predominant activity in this sector was 
services (trade, money-lending, transport 
and communications, administrative, 
defence and social services, professional 
services, personal services, etc.) and not 
industry. Within industry, the vast majority 
were engaged in household and small 
industries and not in modern large-scale 
industries. Finally, within large-scale 
industry, light industries, mostly based on 
processing of agricultural producé, domi- 
nated the scene, while modern metallur- 
gical, engineering, building materials, 
chemical and petroleum industries were 
quite insignificant. While western Europe, 
north America and Japan went through an 
industrial revolution, India remained a 
predominantly agricultural country, a sort 
of agrarian appendage to the industrialised 
worlds, particularly Britain. 

The backward state of the economy 
showed itself, firstly, in the very low per 
capita annual income.’ It was no more than 
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Rs 1,274 in 1950-51 at 1980-81 prices. 
Moreover, income was very unequally 
distributed. For these reasons, the vast 
majority of the people lived in extreme 


poverty. Inadequate and unbalanced diet, , 


primitive housing and often none at all, 
scanty clothing, bare feet, -back-breaking 
toil, ill health, illiteracy,-complete lack of 
social security and cultural amenities, 
widespread unemploymént and under- 
employment, class and caste oppression, 
heavy burden of land revenue, rent’ and 
debt, and an unsympathetic and 
exploitative administration made their life 
bleak and miserable. Famine was a frequent 
occurrence over the greater part of the 
British period. When drought, floods and 
locusts caused extensive damage to crops, 
lack of income was as much a cause of 
Starvation for large sections of the 
population, as shortage of food. It was only 
during the last quarter century of British 
Tule that famine was no longer a frequent 
calamity. The extension of irrigation fas a 
remedy for droughts), the spread of railways 
(which made it possible to rush food from 
the surplus to the scarcity areas) and the 
establishment of administrative arrange- 
ments and procedures to deal with scarcity 
conditions generally made it possible to 
avoid famines. However, the serious famine 
in Bengal in 1943 showed that India was 
by no means altogether free of famines. 
Secondly, poverty and backwardness 
Manifested themselves in mass illiteracy 
and high birth and death rates. In 1941, 
at the time of the last population census 
during the British period, literates were only 
17 per cent of the total population, 
excluding children below 10 years. The 
Percentage was much lower for the rural 
areas and for women than the national 
average given above. The majority of 
children did not attend school. This was 
Particularly true of girls. As is generally 
true of very poor and backward societies, 
both the birth rate and the death rate were 
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high. The birth rate was high all through 
the British period. During 1931-41, the last 
complete decade of British rule, the birth 
rate was as high as 45.2 per thousand of 
the population: This rate quite approached 
the biological maximum birth rate. The 
death rate also remained very high, well 
over 40 per thousand of the population up 
to the 1911-21 decade. The death rate 
started deciining during the last quarter 
century of British rule. It felt to 36.3 
during 1921-31 and further to 31.3 during 
1931-41. But this decline was a reflection, 
not of a significant improvement in the 
standard living but of the considerable 
success achieved in (i) avoidance of mass 
famines, and (ii) control of epidemics: The 
decline in the death rate added a new 
dimension to the population problem. Not 
only was the existing population very 
large, its growth rate had also become fairly 
high. 

ee le the backwardness of the 
economy was reflected in a low level of 
urbanisation. All advanced countries show 
a high level of urbanisation. In fact, the 
majority of the population in these countries 
live in cities. But under British rule, India, 
on account of its predominantly agricultural 
economy, remained overwhelmingly a 
country of villages. In 1941, the urban 
areas had only 14.2 per cent of the total 
population. Thus, six out of every seven 
persons lived in villages which were mostly 
without any modern amenities. 

Finally, on account of its backward 
economy, the country was almost 
completely dependent on the rest of the 
world for plant and machinery needed for 
economic development. Even the 
replacements for worn-out capital goods 
had to be imported. The country also 
needed to import many essential items to 
maintain current life and activity. It was in 
no position to produce modern defence 
equipment and depended on the outside 
world for the. means of national security. 
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Stagnant Economy 


Backwardness can be overcome by 
accelerated economic development. But, 
under British rule, the economy was unable 
to move except at a snail's pace. M. 
Mukerjee's’ estimates of per capita income 
at constant prices for the period 1857 to 
1956 suggest that under British rule, after 
the administration of India was taken over 
by the British Crown, the country did 
experience growth, but the average annual 
rate of increase in per capita Income was 
no higher than 0.5 per cent. The 
accelerated growth of population during the 
closing decades of the period made it 
difficult to maintain even this rate of growth. 
The colonial and feudal exploitation; the 
obstacles to growth inherent in a situation 
where tens of millions of tiny producers 
were without the knowledge, the means and 
the incentives for modernising their 
techniques; the wholly irrelevant policy of 
laissez-faire; and the alien and oppressive 
political regime which could never evoke 
from the people the effort and sacrifices 
which development demands, were at the 
root of the very slow growth of the economy. 
The economy thus virtually stagnated. 


Depleted Economy 


World War II, which just preceded the close 
of the British period, brought about a 
serious depletion of the economy. In order 
to meet war-time requirements, plant and 
equipment were used very intensively, 
resulting in heavy wear and tear. But 
replacements were not available. The 
country had few engineering industries and 
imports were not feasible in the required 
quantities. The result was a serious erosion 
of physical assets. The same reasons also 
led to a run-down of inventories (that is, 
stock of raw materials and semi-finished 
and finished goods) with producers and 
dealers. During the war, while the country 
liquidated a substantial part of its foreign 
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liabilities, mainly the sterling debt of the 
government, and built up large foreign 
exchange assets in the form of sterling 
balance, it suffered a depletion of real 
capital. Since production depends upon real 
capital, it was necessary for the country to 
make up the war-time losses in physical 
capital, if a decline in production was to be 
avoided. A vigorous increase in production 
was impossible as the British had left a 
seriously depleted economy. 


Amputated Economy 


The partition of the country was the final 
blow inflicted by British rule, During the 
preceding hundred years or so the trends 
towards a market economy had been 
working towards the integration of the 
various parts of the country into a vast 
national market. In fact, economic 
integration had made substantial headway. 
The British did not back this up by 
promoting the emotional integration of the 
country’s various linguistic, religious and 
cultural groups. Instead, in pursuance of 
their policy of divide-and-rule, they fully 
exploited and promoted these differences. 
In particular, they fanned communal 
animosities. To the very end, they played 
one community off against another. 
The Indian people failed to rise to this 
challenge and foil the imperialist game. 
The inevitable outcome was the partition 
of the country as a necessary price for 
independence. 

On account of the economic integration 
that had been achieved previously, the effect 
on the economy was as if a butcher's knife 
had severed some vital limbs. No longer had 
the jute mills of Calcutta access to the raw 
jute of east Bengal. The cotton mills of 
Bombay and Ahmedabad had to do without 
the raw cotton from the canal colonies of 
west Punjab and Sindh. The loss of food- 
surplus areas in the west resulted in a huge 
food deficit. The loss of markets, too, was a 
severe blow to Indian industries, The 


? “National Income” in V.B Singh (ed.), Economic History of India 1857-1956, Pp. 661-703 
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disturbances, riots, massacres and mass economy. Independent India was, indeed, 
migrations of people touched off by the confronted with immense problems of 
partition caused a severe dislocation of the rehabilitation, reconstruction and development. 


EXERCISE 


1. How did the Indian economy, during British rulc, turn into a colonial, semi-feudal, 
stagnant and backward economy ? 

2. What sort of economy did the British impose on India? Mention its main features. 

3. “Independent India inherited a very backward, virtually stagnant, economy from her 
colonial past.” Do you agree ? 

4. How was the partition a big blow to the Indian economy? 

5. Is it correct to say that the British established some very important infrastructures of 
the economy, which still help the economic development of our country ? Name these 
infrastructures and give some details. 


Unıt II 


GENERAL ECONOMIC DEVELOPMENT 
SINCE INDEPENDENCE 


INDEPENDENCE opened a new chapter in Indian history. The country then had the 
opportunity to wipe out the economic consequences of British rule. The period 
since Independence has witnessed notable progress in that direction. A lot, 
however, remains to -be accomplished and the struggle goes on. During this 
period the country has been confronted with enormous new challenges. Some 
have been met while several others remain a major national concern. Important 
new initiatives for development have visibly strengthened India's post- 
Independence economy. In several respects, India has become a pace-setter in 
economic development for newly independent countries. In Unit II of this book 
the important developments since Independence in the over-all economic scene 
have been described and analysed. 
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Population 


Up To THE 1920s, the growth of population 
in India was slow and erratic. During 1911- 
21, on account. of the influenza epidemic 
which sharply raised the death rate, there 
was actually a decline in population. From 
the 1920s onwards, the rate of growth 
of population picked up as shown in 
Table 4.1. 

While working out annual rates of growth 
for 1961-71 and 1971-81, the fact that the 
reference date for the 1971 Census was 
1 April 1971 and that for the 1981 Census, 


Explosion 


it was 1 March 1981 has been taken 
into account. 

With the exception of the 1941- 51 period 
when, on account of the effect of Partition, 
there was a temporary reversal of trend, the 
annual growth rate of population up to the 
decade 1971-81 rose from decade to decade. 
It has been very high since the 1950s. 
According to the 1981 Census, the population 
was 683.3 million. Thus, 135.1 million 
persons were added to India’s population in 
the 1970s. The decadal growth rate of 


TABLE 4.1 


Growth of Population in India, 1990-91 


Year Total population Decade Increase Average Annual Rate of 
(million) (million) (per cen Growth (Compound) in the 

Preceding Decade 
(per cent) 

1901 238.4 _ — foe 

1911 252.1 13.7 5.75 0.56 

1921 251.3 -0.8 -0.31 -.03 

1931 279.0 27.7 11.00 1.04 

1941 318.7 39.7 14.22 1.33 

1951 361.1 42.4 13.31 1.25 

1961 439.2 78.1 21.51 1.96 

1971 548.2 109.0 24.80 2.20 

1981 683.3° 135.1 24.66 2.22 

1991 844.3% 161.0 23.56 2.14 


Source ; Up to 1981 — Census of India 1991, paper 


1 of 1991, Statement 2; p.21. For 1991 — Census 


of India 1991, Paper 2 of 1991, Statement 7, p.15 
* includes interpolated population of Assam where the 1981 census was not held 
** includes projected population of Jammu and Kashmir where 1991 Census was not held 
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TABLE 4.2 


Birth Rate, Death Rate and Natural Growth Rate of Population in India, 
1901-80 and Projections to 2006 


(Rate per annum per thousand population) 


Period/ Year Crude Birth Rate Crude Death Rate - Natural Growth Rate 
Actuais 
1901-1910 49.2 42.6 6.6 
1911-1920 48.1 47.2 0.9 
1921-1930 46.4 36.3 10.1 
1931-1940 45.2 31.2 14.0 
1941-1950 39.9 27.4 12.5 
1951-1960 40.9 22.0 18.9 
1961-1970 4r:2 19.0 22.2 
1970 36.8 15.7. 21.1 
1980 33.7 12.6 21.1 
PROJECTIONS 
1986-91 30.9 10.8 20.1 
1991-96 27.5 9.4 18.1 
1996-2000 24.9 8.4 16.5 
2006 23.0 7.8 15.2 


ee ŘÁ 
Notes: 1. Crude Birth rate,; Number of live births in a year per thousand mid-year population 
2. Crude Death Rate.: Number of deaths in a year per thousand mid-year population 


3. Natural Growth Rate: Excess of Crude Birth Rate over Crude Death rate 


population was 24.66 per cent and theannual 
average growth rate was 2.22 per cent. Since 
the 1950s, the country had, indeed, 
experienced a population explosion. 

The 1991 Census, however, marks a 
slight reversal of the above trend. It has 
estimated the total population at 844.3 
million, yielding an increase of 161 million 

- over the 1981-91 decade. Thedecadal growth 
rate works out to 23.56 per cent (as against 
24.66 per cent in the previous decade) and 
the average annual growth rate at 2.14 per 
cent (as against 2.22 per cent in the previous 
decade). Does it mark a turning point in the 
course of the explosive growth of population 
since 1951? One may hope and wish that the 
declining trend in growth rate of population 

gathers strength in the coming decades. 


Basic Cause of Population Explosion 


The accelerated growth of population has 
been the consequence of a much larger 
decline in the death rate than in the birth 
rate. This can be seen from Table 4.2. 
Between 1921-30 and 1961-70, while 
the birth rate declined by only 5.2 points, the 
death rate declined by 17.3 points. As a 
result the natural rate of growth of population 
increased by 12.1 (22.2-10.1) points. But 
between 1970 and 1980, the decline in death 
rate was fully balanced by the decline in 
birth rate. Both fell by 3.1 points. There was, 
therefore, no further rise in the natural 
rate (21.1) but there was no decline either. 
The Standing Committee of Experts on 
Population Projections appointed by the 
Planning Commission in its report (1989), 
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however, has projected that from the period 
1986-91 onwards the birth rate will decline 
faster than thedeath rate and in consequence 
the growth rate will show a steady decline: 
These projections are also given in Table 4.2. 
According to these the birth rate is expected 
to decline from 30.9 in 1986-91 to 23 in 
2006, that is by 7.9 points, while over the 
same period death rate is expected to decline 
by only 3 points from 10.8 to 7.8. As a result 
the growth rate of population is expected to 
decline by 4.9 points, from 20.1 to 15.2, that 
is, from 2.01 per cent to 1.52 per cent per 
annum. 


Theory of Demographic Transition 


The theory of demographic transition based 
on the historical experience of present-day. 
industrialised countries presents three 
stages in the growth of population. In the 
first stage, when the country has a 
predominantly agrarian low-income 
economy, both the birth rate and the death 
rate are high, and hence the growth of 
population is slow. In the second stage, 
when economic development raises income 
levels, the first impact is on the death rate. At 
this stage while the death rate shows a 
decline, the birth rate remains relatively 
high. As a result, there is an accelerated 
growth of population. In the third stage, 
economic development transforms the 
economy from predominantly agrarian to a 
partially industrialised one, and urbanisation 
makes considerable headway. At this stage 
the standard of living rises and creates a 
widespread awareness of the need for 
maintaining a reasonable living standard 
and the birth rate also declines. Theeconomy 
is then characterised by low birth and death 
rates and very slow growth of population. 


The Indian Experience 


Up to the.1920s, India was obviously in the 
firstistage of demographic transition. Since 


! Census of India 1991, Paper 3 of 1991,)fable)7, p: 433 
? ibid, Paper 2 of 1991,, Statement 10, p,A9arisi 
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then, more so since the 1950s, India has 
entered the second stage. By 1970 the death 
rate had declined to substantially less than 
half of that estimated for the 1921-30 period, 
but the decline in the birth rate was much 
smaller. In India, however, the second stage 
has deviated from that of industrialised 
countries. In India the decline in the death 
rate occurred before there was a basic change 
inthe structure of the economy ora significant 
improvement in the standard of living. 

India remains a predominantly agrarian 
and rural society. In 1991, 63.69 per cent of 
the main workers were engaged in agriculture 
and allied activities’ and 74.28 per cent of 
the population was rural?. 


Cause of Decline in the Death Rate 


The decline in the death rate is very largely 
due to revolutionary advances in the medical 
sciences that have made it possible to control 
diseases and epidemics far more effectively 
than in the past. Medical and public health 
measures have utilised these advances to 
cut down mortality drastically. The same 
trend has been observed all over the less 
developed world. This has an important 
implication for practical policy. Since the 
marked decline in the death rate has occurred 
before industrialisation, urbanisation and 
improvement in levels of living have brought 
about a qualitative change in the character 
of the economy, there is no guarantee that 
soon, in line with the accepted theory of 
demographic transition, the birth rate will 
inevitably. start showing a similar decline. 
There is a high probability that, inthe absence 
of deliberate efforts, it will not do so. In fact 
the 1981 Census shows that during 1971- 
80, in spite of all the efforts at promoting 
family planning, the annual growth rate of 
population was marginally higher (2.22 per 
cent) compared with the rate (2.20 per cent) 
during 1961-70. Thus there is little room for 
complacency. 
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Factors Responsible for a High 
Birth Rate 


The birth rate continues to be high in India 
because of the following factors: 


Universal Marriage of Women. 


Marriage is almost universal among women. 
The 1981 Census revealed that among 
women in the age-group 40.44 years, those 
who had never married formed, on the 
average, only 0.55 per cent of the total.* 
Since it is women who give birth to children, 
virtual universality of marriage among women 
is a factor for a high birth rate. 


Almost Universal Motherhood 


Motherhood is nearly universal among 
married women. In 1981, on the average, 
only 6.1 per cent of the women aged 50 and 
above who had ever married, had had no live 
birth.* 


Early Marriage of Women 


Women are married early. In 1981, on the 
average, the percentage of women in the age- 
group 15-19 years, who had ever married, 
was 44.1 and 90 in the age group 20/24 
years." Since the chances for a woman of 
bearing a child are the highest in her early 
reproductive years (15-44 years), the fact 
that as many as 44 per cent and 90 per cent 
of the women in the age-groups 15-19 and 
20-24 years respectively, had been married 
explained the high birth rate. 


Only Partially Effective Birth Control 


Birth control is yet only very partially effective. 
This is indicated by the fact that in 1981, on 
the average, a woman in the age-group 15- 
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49 years had given birth to 4.99 children 
(that is, 100 women had given birth to 499 
children): 5.07 children in the rural areas 
and 4.18 children in the urban areas.® 


Case for a Lower Birth Rate 


Important considerations call for urgent 
measures to bring about a sharp reduction 
in the birth rate. Someof these are mentioned 
below: 


Scope for Further Fall in Death Rate 


1. Inspiteofamarked fall inrecent decades, 
the death rate in India has by no means 
reached the minimum biological limit. It 
is still considerably higher than that in 
advanced countries. The. death rate 
could, and should, fall further. If this is 
realised, in the absence of a decline in 
the birth rate, the growth rate of 
population could rise even higher. 


Tendency for a Rise in the Proportion of 
Reproductive-Age Women 


2. Theagestructureofthe population holds 
the possibility of a further rise in the 
birth rate. The 1981 Census has shown 
that persons below 15 years form as 
high as 39.5 percent of the population. 
Females in this age-group will be entering 
the reproductive period during the next 
15 years. This implies that the percentage 
of women in the reproductive age-group 
which has been rising, will continue to 
do so in the future. In the event of the 
birth rate in each age-group of women 
remaining unchanged, the over-all birth 
rate will. tend to rise as women in the 
reproductive age-group form a higher 
proportion of the total female population. 


3 Census of India 1981, Paper 2 of 1983, Table 6, p. 10. The never-married women in an age-group 
are equal to total women minus married women minus widowed women minus divorced or separated 


women in that age-group. 
4 ibid, Table 10, p.14 
5 ibid, Table 7, p.11 
ê ibid, Table 7, p.11 
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High Birth Rate Depresses 
Per Capita Income* 


3. The growth rate of national income 
since Independence has been substan- 
tially higher than it was during the 
colonial period; but this has been 
largely offset by the accelerated growth 
of population. Accordingly, the growth 
rate of per capita income, which may 
be taken as a broad indicator of 
improvement in levels of living, has 
been very modest. During the forty-year 
period from 1950-51 to 1990-917 the 
national income? grew by about 52.8 
per cent, but the per capita income 
rose by only 223.4 per cent. This is 
because, during the same period, 
population increased by 233.1 per cent. 
During the forty-year period, on the 
average, the annual growth rate of 
national income was’4.2] per cent but, 
on account of 2.14 per cent annual 
growth rate of population, per capita 
income showed an improvement of only 
2.23 per cent per annum. With a given 
growth rate of national income, the 
slower the growth of population, the 
faster will be the improvement in per 
capita income. 

4. A high rate of population growth acts 
as a check even on the growth of 
national income. An essential condition, 
though not the only one, for a high 
growth rate of national income is a high 
tate of investment. It is only in this 
way that the economy is provided with 
new factories, mines, power stations, 
irrigation works, roads, railways, 
schools, hospitals, residential houses 
and other physical assets. Investment 
has to be financed, for the most part, 
by domestic saving. Logical consi- 
derations, which are borne out by 

ee 
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actual observation, suggest that, other 
things being equal, the smaller the 
income per capita, the lower is the 
proportion of it that is saved. A higher 
rate of growth of population by 
retarding the increase in per capita 
income, prevents a rise in the rate of 
saving, and hence in investment and 
growth of national income. Thus, rapid 
growth of population has a two-fold 
adverse impact on improvement of 
levels of living; the growth of national 
income is slowed down and, at the same 
time, there are more claimants on it. 

5. The additional population has to be 
provided with jobs, food, houses, 
schools, hospitals, civic amenities, a 
healthy environment and the like. The 
faster the population growth the more 
difficult it is to meet these require- 
ments, more so when the country 
already has a serious backiog in this 
respect. 

6. Frequent births are a great strain on 
the mother and interfere with her 
normal activity. A small family is an 
essential condition for a marked 
improvement in the life, health and role 
of women. 


Measures for a Lower Birth Rate 


The long-term solution of the problem lies in 
creating an advanced, industrialised and 
urbanised society. In such a society, as 
borne out by historical experience, the birth 
rate is bound to come down. However, on 
account of revolutionary advances in the 
medical sciences, the sharp decline in, the 
death rate has occurred in India while the 
countryis stillat the initial stages ofindustrial 
development. Thus, the traditional sequence 
between industrialisation and urbanisation, 
on the one hand, and the birth rate, on the 


7 The data on GDP at 1980-81 prices and the mid-year population used in calculating the per capita 


GDP have been taken from: 
(i) CSO, National Accounts Statistics, 1990. 


(ii) CSO, Quick Estimates of National Income, etc, February 1992 
a actually Gross Domestic Product at 1980-81 prices 
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other hand, has been reversed. The decline 
in the birth rate has become an essential 
prerequisite for rapid industrialisation and 
urbanisation rather than an inevitable 
consequence of it. It has to precede and not 
follow the latter. Deliberate family planning 
thus emerges as an essential element of a 
rational population policy. 

Whatever the devices that may be 
employed for family planning, success 
requires proper motivation of the people. A 
small family must become a cherished social 
norm. In particular, couples in the 
reproductive age-group must actively seek 
to avoid more than two children. It must be 
remembered that family planning is not a 
once-for-all operation. Every succeeding 
generation has to observe the same rigorous 
discipline. Unless family planning becomes 
a part of established social practice, there is 
always the danger of a reversal of the trend. 
It is very necessary to win over people to a 
conscious acceptance of family planning. 

There has to be a many-sided effort to 
achieve this end. 


Removal of Economic Reasons for 
Preference of Large Families 


The economic reasons which impel people to 
prefer large families must be done away 
with. Parents must not be allowed to exploit 
the labour of their children. Compulsory 
schooling could be an effective remedy against 
this. The child's role as a sort of old-age 
insurance for the parents must be done 
away with, by instituting, as soonas possible 
acomprehensive system of social insurance. 


An Active Educational Campaign in Favour 
of Smaller Family 


There must be an active educational 
campaign to help people to overcome their 
deep-seated belief and prejudice in favour of 
Jetting nature take its own course. The fact 
that a large proportion of the population still 
remains illiterate and culturally backward 


® Sixth Five Year Plan 1980-85, Paragraph 22.58, 
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makes it all the more necessary that such a 
campaign must be not only vigorous but also 
persistent. Lasting success requires that the 
irrational ideas of the masses must be 
overcome systematically and doggedly, and 
not just brushed aside. The campaign must 
be backed by a suitable programme of family 
planning supplies and services. 


Further Decline in Death Rate, particularly 
of Infants and Children 


A further decline in the death rate, 
particularly among infants and children, will 
make parents more responsive to the pleas 
for limiting the family size to two children: 
Once they are convinced that there is a high 
probability of the survival of their children, 
they will have little incentive to contemplate 
extra births as a sort of insurance against 
the possibility of premature death of children. 
This conclusion is borne out by actual 
experience in India which shows a direct 
relationship between death rate and birth 
rate. Kerala, which has the lowest death rate, 
(7) has also the lowest birth rate (20.2). On 
the other hand, Uttar Pradesh has the highest 
death rate (20,2) and also the highest birth 
rate (40.4). A similar relationship between 
death rates and birth rates is generally 
observed in other States also.° 


Need to Dispel Groundless Fears about 
Undertaking Family Planning Operations 


Some parents are deterred from going in for 
family planning by groundless apprehension 
about the consequences of undertaking 
family planning operations for their health 
and vitality. An effective campaign to spread 
knowledge and information on recommended 
family planning methods and .to dispel 
baseless fears about these may transform 
them into keen acceptors of family planning. 


Avoidance of Abuse of Family 
Planning Incentives 


In a poor country like ours, where incomes 


p. 373 
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are low and employment is scarce, 
economic incentives may persuade many 
to go in for family planning. Care has, 
however, ‘to be taken that ‘incentives are 
not availed of by people who, in any case, 
would not have any additional children (for 
example, couples beyond the child-bearing 
age). It is equally necessary to ensure that 
the measures taken to spread family 
planning do not create a hostile public 
reaction. Every effort may be made to 
develop family planning into a popular 
movement where the general public 
participate willingly and with enthusiasm. 
The 20-point Programme rightly stressed 
promotion. of ‘family planning on a 
voluntary basis as a people's movement’. 


Special Efforts at Education and 
Employment of Women 


Kerala has achieved the lowest birth rate in 
the country. Its experience shows that 
education, employment and social status 
are of crucial importance in bringing about a 
decline in the birth rate. It is, therefore, very 
important that special efforts be made to 
promote education and employment of 
women as also to raise their social status. 

The traditional methods of avoidance of 
births such as late marriage, the practice of 
abstinence in marital relations, and use of 
contraceptives can play a useful role in 
restraining the birth rate. The extent and 
urgency of the problem, however, calls for 
quicker and more effective devices. This has 
led in‘recent'years to the main reliance being 
placed on contraceptive devices. An initiative 
towards avoidance of births has been the 
liberalisation of abortion. Under the 
Termination of Pregnancies Act 1971, 
abortion is now allowed in all cases where it 
is not likely to have an adverse effect on the 
health of the prospective mother. 


Family Planning or Welfare Programme 


Family planning refers to adoption’ of 
deliberate, generally man-made devices, to 
reinforce traditional methods of avoidance of 
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births, towards lowering the birth rate to 
levels that ensure that, before long, there is 
no undersired growth of population. This is ` 
how most of the advanced countries have 
brought down birth rate to low enough levels 
that ensure their having no more than a 
sustainable growth rate of population. In 
some of them the population is near 
stationary with the decline in growth rate of 
population to negligible levels. In these 
countries, family planning is mostly an 
individual effort as the population is affluent 
enough to afford the cost and awake enough 
to practise it even without being prodded by 
a public agency. India has to achieve the 
same while still an underdeveloped and low 
income country in cgnditions of widespread 
illiteracy, backwardness, superstitions and 
prejudices. The solution lies in an effective 
government-sponsored family planning 
programme all over the country. 

Progress of the Programme: The official family 
planning programme was initiated in 1952, 
but it gathered speed only in 1966-67 when 
time-bound targets weré set. The birth rate 
fell by about 8 points from 1966 to 1978. The 
programme suffered a severe set-back in 
1978, largely as a reaction to the intensive 
and occasionally harsh measures adopted 
over the previous two years to enforce family 
planning. It has again picked up since. 

The Sixth Five Year Plan set the long- 
term goal of stabilising the country’s 
population by A.D. 2050 at about 1,200 
million. This, it was estimated, would require 
the following: 


() Reduction in the number of children per 
family from an average of 4.2 to 2.3, 

(i) Lowering of the birth rate from 33 to 21 
while the death rate declines from 14 to 
9 and the infant mortality rate from 129 
to 60. 

(ii). Increase in the percentage of eligible 
couples protected with one or the other 
method of family planning from 22.5 per 
cent to 60 per cent. 


The progress in the Sixth Plan period 
was short of the targets. In the light of this 
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experience, the Seventh Five Year Plan (1985- 
90) fixed less ambitious targets for 1990. 
These were: effective couple protection rate, 
42 per cent; birth rate, 29.1; death rate, 
10.4; and infant mortality rate, 90. The Mid- 
Term Appraisal of the Seventh Plan indicated 
that progress during the first two years of the 
plan period was slower than that required for 
the fulfilment of the targets. The Review, 
however, expected better results in the future 
as the couple protection rate rose to 40 and 


higher. 


Contents of the Programme: The family 
planning programme, since renamed family 
welfare programme, consists of the following 
measures: 


1. Using various means of communication 
to persuade people to accept the 
desirability of a small family and to 
remove their doubts and fears about 
various family planning methods. 

2. Making available supplies and services 
for contraception through urban and 
rural family welfare centres, sub-centres, 
etc. 

3. Coordinationand integration of the family 
welfare programme with the mother and 
child health programme. 

4. Financial assistance for acceptors of 
sterilisation and loop by compensation 
for loss of wages.. 

5. Lowering the disease and death rate 
among infants, mothers and others by 
means of improvement in health, 
nutrition, immunisation, safety of the 
mother and the infant at child birth, and 
other protective and preventive measures 
against diseases including protected 
water supply, healthy environment and 
personal hygiene. 

6. Promoting education and employment 
of women for improvement in their social 
status’. 

7. Spreading information about healthy 
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living and the processes of reproduction 
of life. 

8. Making the family planning staff more 
keen about their work by improvement 
in their training and by providing them 
with secure employmentand due status. 

9. Promoting a higher age for marriage: 

10. Making the couples better informed 
about the available opportunities for 
abortion in a legal way. 

11. Paying concentrated attention to States 
like Uttar Pradesh, Bihar, Rajasthan, 
Jammu and Kashmir and to areas and 
groups within each State, with very low 
couple protection rate (CPR). 

12. Organisation ofspecial drives and camps 
for achievement of family planning 
targets. 

13. Research in more effective methods of 
family planning, particularly the non- 
permanent (non-terminal) methods, and 
in socio-economic factors that hamper 
or promote acceptance of family 
planning. 


Assessment of the Programme: The family 
planning programme has not yet succeeded 
in slowing down the rate of growth of 
population significantly though it has 
prevented a further significant rise in it. As 
shown in Table 4.1 earlier, the country has 
aslightly higher growth rate of population in 
the 1970s than in the 1960s. It is only in the 
1980s, as brought out by the 1991 Census 
that the country, for the first time since 
1951, has shown a slight decline in the 
growth rate of population. This is very 
welcome, The seventh Plan estimated that 
population would grow to 986 million by 1 
March 2001. In the Mid-Term Appraisal of 
the Seventh Plan it was estimated that if the 
observed trends continued the population 
might be 36 million higher than the original 
Seventh plan estimate, that is, 1022 million 
by the turn of the century. The high growth 


1 In 1991, the literacy rate among females of age 7 and above was 86.93 per cent in Kerala (the State with 
the lowest birth rate) and only 26.02 per cent in Uttar Pradesh (the State withthe highest birth rate 
in the country). (Census of India 1991, Paper 1 of 1991 Statement 16, p.67) 
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rate of population remains a major 
problem facing the country today. It is in its 
best interests to control the present 
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growth rate of population so as to 
ensure that there is no undue delay in the 
realisation of the goal of a stable population 


population explosion and reduce the by A.D. 2050 


EXERCISE 


Mention the three important components which increase or decrease the population of 
any place. 

Mention the various phases in the growth rate of population in India in the twentieth 
century. 

How do we find out the growth rate of a country? 

Account for the high growth rate of population since 1951. 

Why has ‘the birth rate tended to be high? 

Why is it considered urgent to lower the birth rate? Mention the measures required for 
this. 

Write a note on the progress of family planning. 

What measures would be necessary to make family planning more successful than it 
has been in the past? 

Select a few households in your locality and find out the population in different age- 


groups. 
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Objectives and Strategy 
of Development 


In THE 1930s an aspect of the rise of the 
national movement in India was a growing 
interest in the possible remedies for the 
country’s economic stagnation, poverty.and 
backwardness. The view gradually gained 
ground that the State would have to play 
an active part in economic and social 
development. It came to be believed that 
the spontaneous efforts of industrialists, 
„cultivators, artisans and other producers 
would need to be supported, coordinated 
and planned by the State. The initial 
success of economic planning in the USSR 
in putting a backward, predominantly 
agrarian, economy firmly on the road to 
industrialisation and modernisation also 
played a part in popularising the concept 
of planned development, though the 
country set its own goals and chose its 
own methods of planning in accordance 
with its circumstances. 


Five Year Plans 


Independence created necessary political 
pre-conditions for undertaking planned 
development. Following the adoption of the 
new Constitution, the Government of India 
set up the Planning Commission in March 
1950 to assess the country’s material, capi- 
tal and human resources and to formulate 
a Plan for their most effective and balanced 
utilisation. The then Prime Minister, Shri 
Jawaharlal Nehru, was its first Chairman. 

The Planning Commission fixed the 
medium-term planning period at five years. 
The draft outline of the Five Year Plan was 
presented in July 1951. The plan was 
finalised in December 1952. It covered the 
period 1 April 1951 to 31 March 1956. 
The planning era thus began with the 
financial year 1951-52. 

The Five Year Plans undertaken, 
launched or under preparation so far are 
listed in Table 5.1 


TABLE 5.1 


First Five Year Plan 

Second Five Year Plan 

Third Five Year Plan 

Annual Plans (but no Five Year Plan) 
Fourth Five Year Plan 

Fifth Five Year Plan 

Annual Plan 

Sixth Five Year Plan 


1951 - 31 March 
1956 - 31 March 
1961 - 31 March 
1966 - 31 March 
1969 - 31 March 
1974 - 31 March 
1979 - 31 March 
1980 - 31 March 


1956 
1961 
1966 
1969 
1974 
1979* 
1980 
1985 


1 April 
1 April 
1 April 
1 April 
1 April 
1 April 
1 April 
1 April 
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Seventh Five Year Plan 
Annual Plans 
Eighth Five Year Plan** 
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1 April 1985 - 31 March 1990 
1 April 1990 - 31 March 1992 
1 April 1992 - 31 March 1997 


* The Fifth Plan was terminated by the then Central Government (the Janata Government) as from 


31 March 1978, 


The Eighth Five Year Plan was approved by the 


‘National Development Council (NDC), comprising 


important Central Cabinet Ministers and all the Chief Ministers of States, on 23 May 1992 but 


it was not available to the public till the time 


Plan in this edition of the. book are, atl nA $ aS 
the PI 


Prime Minister and the Deputy Chairman of 
‘The normal sequence of Five Year Plans 
has been interrupted thrice. In 1965-66, 
the closing year of the Third Five Year Plan, 
the economy was dislocated by the war with 


Pakistan, the suspension Of aid frorn the * 


United States and a very serious drought 
resulting in a sharp decline in agricultural 


output. The critical situation showed itself ° 


in a rapid rise in prices and, foreign 
exchange difficulties. The Fourth Five Year 
Plan, therefore, could not_be launched on 


its due date, namely, 1 April 1966. A three-_, 


year gap followed in which, the country had 
only Annual Plans but ng. Five Year, Plan. 


During this-period, planning was not given», 


up but, on account of the prevailing 
uncertainty, was limited. to one year at a 
time. Buy the end of 1968-69, on account 


of a large in-flow of foreign aid during the. 
previous three years and. two good» 
agricultural ‘seasons, the economy had: 


regained a measure“of normalcy.'‘The’ 


improved situation made it possible to. 


launch the Fourth Five Year Plan with effect 
from 1969-70... ‘ oe 


The Fifth Five Year Plan was Iauriched 


at a time when the economy was once again 
hit by rising prices and foreign exchange 
difficulties. The Draft Plan issued early in 
1974 could be finalised only in 1976 when 
half the plan period was already over. The 
Janata Government, which came to power 
in 1977, terminated the Fifth Plan as from 
31 March 1978, one’ year‘ ahead of 
schedule, and initiated’ work on a Sixth 
Five Year Plan to cover the period 1979-80 
tc 1983-84. But the Government fell before 
it could finaliseMhe Plan. The Congress (I) 


st 


of writing (September 1992). The references to the 


on newspaper reports of the address of the 
Commission to the NDC on this occasion. 


` y ~ 
“Government which took office in January 


1980, prepared and launched its own Sixth 
Five Year Pan to cover the period April 1980 
to March 1985. The Annual Plan for 1979- 
80 prepared by the Janata Government:did 
ı not form part of any Five Year Plan. The 
Sixth Plan (1980-85) was followed by the-, 
Seventh plan for the period 1985-86 
to 1989-90. On account of political 
instability following the electoral defeat of 
the Congress (l) Government in late 1989, 
the Eighth Five Year-Plan could not be 
launched gn its scheduled date (1, April 
1990). ,With the,return of, relative political 
stability in mid-term, ,it was decided that 
the Eighth Five Year Plan would cover the 
period 1992-97 and the period 1990-92 
- was taken as covered by Annual Plans. 


Meaning and Case for Planning ue 
Planning as practised in India means chan- 
nelling the country's resources into differ- 
ent development activities im accordance 
with accepted national priorities, This is 
done partly by préscribing the development ‘ 
programme of the public (official) sector and ~ 
partly by influencing, in various ways, the 
development activity of the private sector. 
The alternative would be to let the 
market or the profit motive of producers 
guide the development activity so that the 
country’s resources go to produce such 
goods and services and to ‘the extent as 
yield profitto producers. Such’an arrange- 
ment is considered unsatisfactory for sev- 
eral reasons. re ; 
1. In India with vast inequalities of income 
and wealth, it is likely that under the 


latter arrangement goods and services 
which cater to even inessential needs 
of the rich will be produced, as they 
have the means to pay for them and 
make their production profitable to 
producers while even the very essential 
needs of the poor may not be produced 
in the required quantity, or at all, as 
they do not have the means to buy 
these at a price profitable to producers. 
In a poor country like India where the 
vast majority have low incomes, left to 
themselves most of the people may like 
to spend the whole or greater part of 
their income on consumption rather 
than save an adequate proportion of it 
for investment. The result may be a 
very inadequate growth rate of the 
economy that may. condemn the 
country to continued poverty and back- 
wardness. A high enough rate of saying 
and investment is very necessary for 
such a country to break out of its 
present less developed status. Planning 
the use of the country's resources is 
then considered necessary to secure 
the required rate of saving and 
investment. 
In a poor and backward economy a 
market-guided development might 
neglect basic long-term development 
such as large multipurpose hydro- 
Projects, iron and steel and non-ferrous 
metal complexes, heavy machinery- 
making plants, basic chemical plants, 
petroleum exploration and extraction 
and the like as the projects involve huge 
investment and take a long time to 
construct and hence are risky to 
undertake. 
Education, health and housing for the 
low income masses may not be ade- 
quately developed as it is unprofitable 
to invest in these. So may also be the 
case with protection of environment. 
For all these reasons, a deliberate 
channelling, through planning, of at 
least a substantial proportion of the 
country’s resources in accordance with 
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social priorities as against their use in 
accordance with consideration of 
private profit has been considered 
necessary for a country like India. 


Objectives of Development 


While the short-term development objectives 
have varied from Plan to Plan, depending 
upon the immediate problems faced by each 
Plan, the planning process, at least up to 
the close of the 1990s has been inspired 
by certain long-term goals. These are : 


l. a high rate of growth with a -view to 
improvement in the standard of living; 

2. social justice; and 

3. economic self-reliance. 


These goals are briefly explained below. 


High Rate of Growth 


At the dawn of Independence, on account 
of retarded development during the colonial 
period, the general level of living in the 
country was very low. The masses were 
sunk in poverty. The rural and urban poor, 
agricultural workers, poor peasants, ruined 
artisans, casual urban labourers, the 
unemployed, etc., who formed a large 
proportion of the population, suffered a 
miserable sub-human existence. The very 
widespread poverty and misery was the 
most important problem that development 
planning was called upon to deal with. 
Improvement in levels of living has been, 
therefore, the common objective of all the 
Five Year Plans. This calls for, among other 
steps, a much higher growth rate of national 
income than that observed in the colonial 
period. The high growth rate of population 
since the 1950s has lent further importance 
to it. 

During the first 30 years of planned 
development, the country achieved only a 
limited success in pushing up the growth 
rate of the economy. During this period 
the growth rate of GDP at 1980-81 prices, 
averaged only 3.73 per cent per annum. 
This was, no doubt, much higher than the 
estimated growth rate in the colonial period 
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but it was not high enough for a satisfactory 
solution of the country’s massive problems 
of poverty, backwardness, unemployment, 
housing, educatioh, health, insecurity, 
unhealthy environment, etc, During 
the 1980s there has been a visible 
improvement in the growth rate. Over the 
period 1980-81 to 1990-91 it works out to 
5.76 per cent per annum. The Eighth Five 
Year Plan (1992-97) has set the growth 
target at 5.6 per cent per annum. 


Social Justice 


The Directive Principles of State Policy laid 
down in the Constitution have proclaimed 
Justice — social, economic and political— 
as a basic national commitment. Since the 
Plans have been a very important 
instrument of State policy, social and 
economic justice figures among their basic 
objectives. 5 

Social and economic justice, as 
defined in the Plans, has several elements. 
It involves: 


l. preservation of a democratic political 
framework; 

2. pursuit of economic and social equality, 
and regional balance in development; 

3. avoidance of concentration of economic 
power; and 

4. special care of backward classes and 
of sections of population that suffer 
from serious disadvantages. 


The Plans have repeatedly stressed 
their adherence to democratic planning. It 
has been interpreted to mean that planning 
is to be carried on within a democratic 
political framework, that State policy must 
Promote the “institutions, values and 
attributes of a free and just society”, and 
that there must be activé involvement of 
the people in the formulation of the Plan. 

Extreme inequality. of incéme and 
‘wealth is a negation of social and economic 
justice. Indian society is admittedly among 
the very unequal ones in the world. The 
inequality of income arises, for the most 
Part, from inequality of assets. If some 
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people have very high incomes, it is because 
they own and control large blocks of assets 
— land, real capital or financial assets. The 
classes with very low incomes are mostly 
those who have few physical or financial 
assets. In turn, the inequality of income 
adds to inequality of wealth. It is the high 
income groups which do most of the saving 
and accumulation of wealth. The poor, with 
their meagre income, can hardly keep body 
and soul together. The two types of 
inequality thus reinforce each other. Pursuit 
of social justice requires coordinated 
measures against all sources of inequality. 
This is one of the objectives which the Plans 
have repeatedly: professed and stressed. 

An aspect of economic inequality is the 
regional imbalance in economic development. 
It is both normally just and politically 
desirable that all parts of the country may 
have their due share in the development 
process. Failures in this regard may weaken 
national unity. The successive Five Year 
Plans have shown a growing concern over 
the current regional imbalances in the 
country. 

The Directive Principles of State Policy 
required the States to direct their policy 


. towards ensuring that the operation, of the 


economic system does not result in harmful 
concentration of wealth and means of 
production. Concentration of ownership of 
means of production in a few hands or 
families involves concentration of economic 
power. This power is used in most cases 
for personal gain rather than social bene- 
fits. Such a situation goes against social 
justice. The Plans have laid emphasis on 
the need to avoid harmful concentration of 
economic power. 

The Directive Principles of State Policy 
lay down that the State shall pay special 
attention to the promotion of the educa- 
tional and economic interests of the weaker 
sections of the population, particularly the 
Scheduled Castes and the Scheduled 
Tribes, and protect them from social injus- 
tice and economic exploitation. In India, 
class and caste have tended to go together. 
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The lower castes are also the poor and 
exploited classes. It is necessary to improve 
the economic well-being of the lower classes, 
widen the opportunities open to them, and 
free them from social oppression. Economic 
and social uplift of the deprived and 
oppressed classes is another element of 
social justice which figures among the 
major planning objectives. 

In all countries, minorities suffer from 
some disabilities and have some special 
problems. In the interest of national 
integration, it is necessary to offer special 
encouragement to minorities that have 
tended to lag behind in economic and social 
development. This aspect of social justice 
has not yet found sufficient recognition in 
the Plans. 

Finally, social justice calls for especial 
care of the sections who suffer from serious 
disadvantages and who cannot take good 
care of themselves such as women, children 
and the handicapped and infirm persons. 
The successive Plans have shown a growing 
concern for the welfare of these groups. 

The interrelatea objectives of improve- 
ment in the levels of living and promotion 
of social justice have been brought together 
in the concept of the socialist pattern of 
society adopted in the Second Five Year 
‘Plan. The essence of this concept is that 
“the pattern of development and the 
structure of socio-economic relations 
should be so planned that they result not 
only in appreciable increases in national 
income and employment but also in greater 
equality in income and wealth. The benefits 
of economic development must accrue, 
more and more, to the relatively less privileged 
classes of society, and there should be 
progressive reduction of the concentration 
of income, wealth and economic power”.! 
In the light of major changes in the public 

policy since about mid-1991 with increased 
emphasis on reducing the role of the 
government and the public sector, cutting 
down government expenditure, increasingly 
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leaving the profit-making activities to the 
private sector, encouraging foreign private 
investment in the country, and emphasis 
on private large-scale corporate sector and 
toned down interest in development of small 
industry, the extent of commitment of the 
Eighth Plan to this objective may not be 
the same as in the earlier Plans. 


Self-Reliance 


It has been a-common belief in India that 
political independence would be incomplete 
and insecure without economic indepen- 
dence. In response to this view the Third 
Plan explicitly adopted self-reliance as a 
planning objective. The essential elements 
of this objective were that (i) while normal 
inflow of foreign capital might continue, the 
reliance on special forms of external 
assistance must be reduced progressively , 
and eliminated, and (ii) self-reliance must 
be realised within a period of 10 to 12 
years, that is, by the early 1970s. This 
statement of the self-reliance objective ruled 
out not all inflow of foreign capital but only 
of special external assistance from foreign 
official sources. The inflow of capital from 
foreign business sources on nortnal com- 
mercial terms was considered compatible 
with self-reliance. 

The self-reliance objective as defined in 
the Third Plan laid emphasis on financial 
self-reliance. Its essence was that by the 
early 1970s the economy should be able to 
finance its continued growth at a 
satisfactory rate very largely from domestic 
sources. The funds that might still need to 
be secured from abroad might be reduced 
to such a limited amount as could be 
obtained from foreign private sources on 
normal commercial terms. The country 
would then be no longer obliged to seek 
funds from foreign government agencies 
and international institutions on 
concessional terms. There will then be no 
occasion for them to undertake any political 
interference in this country. 


! Government of India, Second Five Year Plan, 1956, p.22, 
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The financial self-reliance was not 
achieved by the original target date, the 
early 1970s. It remained unrealised even 
at the end of the 1980s. While the self- 
reliance objective was not formally given 
up and was even occasionally repeated in 
a general way, no target dates for its 
realisation were fixed since the Fifth Plan 
(as finalised). Indeed, some people now 
believed that financial independence is not 
even necessary. They argued that the use 
of foreign aid or other funds for the 
country’s development posed no threat to 
the political independence of a big country 
like India. The vast majority, however, 
remained greatly concerned by the. rapid 
rise in the country’s external debts as a 
result of the large borrowings from foreign 
official and private sources that have been 
undertaken, particularly since the mid- 
1980s. They pressed for urgent measures 
to reduce the country’s dependence on 
foreign funds to more manageable levels. 

There is, however, a major policy change 
in this respect since about mid-1991, when 
a new government took over at the Centre. 
The new government had few reservations 
about foreign private investments. Rather, 
it has gone all out in attracting it and, to 
that end, made the necessary policy 
changes. It expects this investment to 
contribute to the modernisation of the 
economy and improvement in its efficiency 
and productivity, support its export effort 
and make it possible for the country to 
reduce its dependence on special external 
assistance to increase its availability of 
foreign exchange. The new policy is likely 
to be reflected in the Eighth Plan affecting 
its commitment to the self-reliance objective 
as conceived in the earlier plans. 


Strategy of Development 


The Plans have sought to adopt a suitable 
strategy of development for the realisation 
of the basic objectives mentioned above. 


Though there have been some variations ~ 


* Second Five Year Plan op cit p.22 
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in emphasis from Plan to Plan, the deve- 
lopment strategy up to the Seventh Plan 
had common basic elements. These were: 


comprehensive planning; 

mixed economy; 

priority development of the public - 
sector; 

accelerated growth; 

balanced development; 

emphasis on employment; 

accelerated development of backward 
regions; 

uplift of backward classes; and 

social welfare. 


SOLO CORO 


o% 


Comprehensive Planning 


The Plans adopted a comprehensive 
approach to development. They included 
policies and programmes for: economic 
development as well as for institutional 
change and cultural progress. There were 
programmes of development not only for 
agriculture, industry, energy and transport 
but also for housing, civic amenities, 
education, health, family planning, uplift 
of backward classes and social welfare. It 
was recognised that development was much 
more than putting through a large number - 
of investment projects. Modification of 
existing institutions and creation of new 
ones were also important. The accepted - 
view was that “the task before an 
underdeveloped country is not merely to 
get better résults within the existing 
framework of economic and social 
institutions, but also to remould and 
refashion these so that they contribute to 
the realisation of wider and deeper social 
values”?, Social and cultural progress was 
considered necessary both as an end in 
itself and as a means to the generation of | 
capabilities, skills and aspirations for 
accelerated development. 


Mixed Economy 
The socialist pattern of society, as conceived 
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by the Plans, was different from the Marxist 
concept of a socialist society. It did not 
involye abolition of private property in 


means of production. What the Plans’ 


sought to create was a mixed economy, 
and not a socialist economy. In the mixed 
economy, the public sector (government- 
owned business enterprise) existed 
alongside private enterprise. In fact, the 
two were viewed as integral parts of a single 

- economic system. The private sector was, 
however, expected to observe national 
priorities in development and to pay 
attention to, not only private gain, but also 
public good. 


Priority Development of the 
Public Sector 


Within the framework of a mixed economy, 
the Plans accorded higher priority to the 
development of the public sector. The target 
part of the investment in each plan was 
allocated to the public sector. The higher 
priority given to the public sector was 
justified on the grounds that it had to play 
a key role in the realisation of the accepted 
objectives. Firstly, there was a large area 
of development which was either beyond 
the capacity of the Indian private sector, or 
was not profitable enough for it. In this 
area — major irrigation works, electricity, 
coal-mining, capital-intensive manufac- 
turing industries, scientific research, 
transport other than road transport, 
communications, maintenance and ope- 
ration of large buffer stocks of foodgrains 
and other commodities, education, public 
health, and: special programmes for the 
uplift of backward classes and disadvan- 
taged sections — there was no choice but 
to undertake development in the public 
sector. Secondly, there were certain areas 
like banking, insurance, and basic 
industries which were of key importance. 
If these areas were left to private business, 
there would be inevitably, concentration of 
economic power in a few hands. The only 
way to ensure that the immense economic 
power which went with these activities, was 
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used for public benefit was to let the public 
sector occupy these key positions or 
col ing heights of the economy. The 
public sector could thus act as a powerful 
check on the dominance of the economy 
by big business. Thirdly, it was easy to 
plan the public sector, but not so easy to 
do this with regard to the private sector. 
On account of the fact that the private 
sector comprised numerous units, big and 
small, and that its primary aim was private 
profit, it was not easy to bring it within the: 
discipline of coordinated development as 
assumed in the Plans. Accordingly, in order 
to make planning practicable, it was 
considered necessary that the public sector 
must not only be large enough, but also 
have control of the key positions in the 
economy, Only this would make it possible 
to bring the private sector effectively within 
the scope of planned development. 
Fourthly, the pubic sector, by its activities 
and policies with regard to the location of 
enterprises, could serve as a powerful 
instrument for promoting the development 
of the backward areas and the uplift of the 
backward classes. 

It was on account of such weighty 
considerations that the public sector was 
accorded high priority in development. 
Though in terms of the labour force 
employed and the national income 
generated, the private sector remained by 
far the larger sector, the public sector 
increasingly gained the upper hand in the 
key areas of the economy such as banking, 
insurance and basic industries. 

The practice was somewhat different 
from the declared strategy. According to 
the National Accounts Statistics put out by 
the Central Statistical Organisation (CSO), 
from 1951-25 to 1989-90, that-is to the 
end of the Seventh Plan, the public sector 
had undertaken 45 per cent of the total 
gross capital formation at current prices 
and the private sector the balance 55 per 
cent. The private sector, in consequence of 
its state-assisted development since 
Independence, had immensely gained in 
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strength and experience. Many lines of 
development which in the 1950s were 
beyond its capability, were very much 


within ifs competence in 1990, ‘more so. 


when foreign technical and financial 
collaboration was available to it more readily 
than was the case earlier. On the other 
hand, the rather unsatisfactory-performance 
of large segments of the public sector had 
caused widespread loss of confidence about 
its competence for a leading» role. This was 
one reason why, in spite of the declared 
policy of priority development of the public 
sector, it had in practice undertaken the 
smaller proportion of the totdl gross capital 
formation under the Plans. 


Accelerated Growth 


The Plans laid great emphasis on an 
accelerated tempo of development. It was 
stressed that a more equal distribution of 
income, while very desirable, could not by 
itself ensure the masses a reasonable level 
of living. A much higher level of national 
income was necessary for the realisation of 
the various Plan objectives. The’ Plans, 
therefore, sought to raise the growth rate 
of the economy. The growth performance 
of the economy since 1950-51 has been 
discussed in detail in Chapter 6. In 
substance, though the realised growth rate 
in several Plan periods was substantially 
lower than the targeted rate, the average 
growth rate over the period 1951-91 as a 
whole was much higher than that estimated 
for the colonial period. 


Balanced Development 


The Second Five Year Plan’ marked a turn 
towards industrialisation with emphasis on 
the development of heavy industry which 
Produces such key products as steel, 
aluminium, machinery and equipment, 
— 


“SI 


cement, basic chemicals, fertilisers and 
crude oil products. This, however, did not 
result in a lopsided growth of the economy. 
Other sectors also received due emphasis. 
In particular, high priority was attached to 
agriculture. It could not be otherwise. 
Agriculture provides food (the basic 
consumer requirement of the masses), raw 
materials for consumer industry, important 
items of export, and employment to over 
two-thirds of the working population. A 
major part of the development effort was 
directed towards developing and’ moder- 
nising agriculture. Other sectors of the 
economy—electricity, transport and 
communications and social, services—also 
received much attention, particularly the 
first two. In general the effort was to pursue 
balanced growth, that is, a-pattern of 
development where there was a balance 
between industry and agriculture, light 
industry (producing consumer goods) and 
heavy industry (producing capital and 
intermediate goods)* and goods-producing 
and services sectors. As a result of this 
approach to development, the expanding 
domestic market was the main support of 
the newly built production capacities. The 
economy needed to export mostly for 
earning foreign exchange. Only in a. few 
cases was the export demand of critical 
importance for maintaining the level of 
production. For this reason, the ups and 
downs in the world market did not affect 
the Indian economy as much as they did 
many other economies. 

In the 1980s, however, a somewhat 
different approach to the direction of 
development was increasingly emphasised. 
On the one hand , rt production was 
given a high priority. On the other hand, it 
was stressed that the country must concen- 
trate on lines where it was a relatively 


3 Capital goods are an input of investment or capital formation such as steel and cement used in 
machinery 


the construction of buildings, 


installed in factories etc., while intermediate goods are 


used as an input for further production of goods such as steel, aluminium and other metals used 
in the eksan industry as an input for further production of metal products like machinery, 


cycles, cars, etc. 


52 


efficient producer. The requirements of 
other products might be met preferably by 
import rather than inefficient domestic 
production. This approach, by making the 
country more dependent on exports and 
imports would bring the economy into closer 
contact with the world market. This was 
considered necessary for more efficient use 
of resources by exposing the economy to 
greater international competition. Many 
others, however, believed that beyond a 
point a closer contact between the Indian 
“economy and the world market, which was 
‘dominated by the highly industrialised 
‘countries, might not be in the best long- 
term interests of this, as yet a developing, 
country. 


Emphasis on Employment 


Mass unemployment and underem- 
ployment and the low income yielded by 
much of the available. employment in 
agriculture, handicrafts, domestic services 
etc., are among the toughest problems that 
independent India had to face. This problem 
is essentially a reflection of the 
underdeveloped state of the economy. The 
ultimate solution lies in economic 
development. 

The successive Plans professed great 
concern for the employment problem. Fuller 
employment was viewed as a means of 
utilising the country’s vast manpower 
resources for promoting national deve- 
lopment, and for providing the propertyless 
masses with an opportunity for earning 
their livelihood. For a person’ who has no 
income from property, the right to work is, 
in fact, the right to life. Spread of 
employment opportunities is, no doubt, an 
effective way towards a less unequal society 
in this country. 

The Plan policies and measures for 
promotion of employment have been 
discussed in Chapter 11. 


Accelerated Development of 
Backward Regions 


Public policy sought to deal with the problem 
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of regional imbalances in development from 
several directions. Some of the important 
lines of approach are given below. 


1. The Finance Commission which, in 
terms of Article 280 of the Constitution, 
is appointed at least onze in every five 
years, has been trartsferring large 
amounts of funds to the States by way 
of their share of taxes and grants. The 
criteria or rules and procedures adop- 
ted by the Commission for this transfer 
tended to favour the backward States. 

2. In the allocation of Central assistance 
for financing projects and programmes 
included in State Plans, the Planning 
Commission adopted such criteria as 
size of the State population, inverse of 
per capita State Domestic Product 
(SDP), etc., as favoured low-income 
States. 

3. Private entrepreneurs were given 
special tax and credit concessions if 
they located their projects in backward 
and remote regions. 

4. The Central Government undertaking 
preferred backward States and areas 
for location of their development pro- 
jects provided these were technically 
feasible and economically viable there. 

5. It was held that regional backwardness, 
being an area problem, calls for an area 
approach. In line with this apptoach 
special development Plans were 
undertaken for particular categories of 
backward areas, 


Uplift of Backward Classes 


The Plans included special programmes for 
the uplift of the Scheduled Castes and the 
Scheduled Tribes. These included the 
following: ` 


l. Pre-matric scholarships to children 


whose parents were engaged in unclean 
occupations. 


2. Post-matric scholarships. 


3. Special girls’ hostels or seats in other 
girls’ hostels. 
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4. 


13. 


14. 


19. 


20. 


Facilities for special coaching of 
talented students from backward 
classes to improve their competitive 
capability for public services. 
Provision of 'Book Bank’ facilities to the 
Scheduled Caste (SC) and Scheduled 
Tribe (ST) students in’ engineering and 
medical colleges so that they did hot 
have to purchase expensive books. 
Improvement in living and working 
conditions of scavengers and assistance 
to them to take to other occupations. 
Digging of drinking water wells and 
lanks for the use of the backward 
classes. 

Abolition of bonded labour. 
Distribution of surplus land among.the 
landless, a high proportion of whom 
were from the Scheduled Caste families. 


. Allotment of house sites and assistance 


for construction of houses, 


. Gradual liquidation of indebtedness. 
. Implementation of Tribal Sub-Plans 


which had programmes for the deve- 
lopment of areas (blocks, pockets, 
clusters, etc.) with a heavy concen- 
tration of tribal population. 
Enhancement of minimum wages for 
agricultural workers. 

Imposition of penalties, under the 
Untouchability Act, for the practice of 
untouchability. 


. Aid to artisans. 
. Financial assistance for setting up 


cottage and small industries. 


. Rehabilitation of nomadic people. - 
. Assistance to voluntary agencies 


engaged in the welfare of SCs and STs 
by undertaking education, medical, 
public health, vocational training, etc., 
schemes. 

Special Central assistance to States and 
Union Territories for the Tribal Sub- 
Plans and the Special Component Plah 
for the Scheduled Castes. 

Setting up of the Scheduled C 
Development Corporations at thë 

level and the National Sched 


21. 
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and Scheduled Tribes Finance and 
Development Corporation (1989) and 
the Tribal -Cooperative Marketing 
Development Federation of India (1987) 
at the national level. f 
Research into problems of backward 
classes. . 


Social Welfare 


There were special Plan programmes for 
the benefit of sections of the population 
who suffered from various disadvantages 
or could not fully protect themselves, like 
children, women, the handicapped, and the 
old and the infirm. Some of these 
programmes are listed below: 


1. 


9. 


10. 
11. 


Integrated Child Development Services 
(ICDS) to reduce undernourishment, 
disease and death rate among children 
and weak and undernourished women. 
Family and child welfare projects 
and conderised courses of education 
and vocational training for adult 
womeñ. 

Creches or day-care centres for 
children of working/ailing mothers. 
Holiday camps for children belonging 
to low-income groups. 

Nutrition programmes for children and 
pregnant and nursing mothers 
belonging to groups who could not 
themselves fully provide for this. 
Programmes for the care, education, 
training and rehabilitation of destitute 
and neglected children and those 
engaged in anti-social activities. 
Provision of training and employment 
opportunities for needy women such 
as widows and destitute, physically 
handicapped, etc. women. 
Construction of hostels for working 
women in the low income groups. 
Educational and other measures 
against atrocities on women. 
Short-stay homes for women as 
protection for them. 


Scholarships for physically 
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handicapped persons for education and 

training. 
12. Reservation of employment 
opportunities for the handicapped. 
Special employment exchanges for the 
placement of handicapped persons in 
employment. 
Maintenance of National Institutes for 
the blind, the deaf, and the physically 
handicapped and mentally retarded 
persons. 
Provision of aids and appliances to the 
handicapped. 
Development of low-cost aids and 
appliances for the handicapped that 
suit Indian conditions. 
Promotion of prohibition among the 
low-income groups which generally 
suffered from widespread alcoholism. 
Educational campaigns against drug- 
taking. 
Assistance ‘to voluntary agencies for 
after-care and resettlement of persons 
who had been cured of drug addiction. 
Grants-in-aid to voluntary agencies 
engaged in sociai welfare. 


The above discussion of the various 
aspects of the development strategy of the 
Pldns shows that these added up to a many- 
sided effort at realisation of the basic 
national objectives of accelerated growth, 
social justice and economic self-reliance. 


New Economic Policy (1991-92) 


The Congress (I) Government under 
Shri Narasimha Rao that came to office in 
June 1991 has introduced basic changes 
in the development policy. These are 
outlined below. 


13. 
14. 

“15. 
16 
17. 


18. 
19, 


20. 


* The basic facilities that serve as the foundation for the operation and development of the economy — 
like roads, railways, energy, education and health facilities, water supply and sewerage facilities, etc. 
5 Report by The Times of India dated 23 May 1992, p.1 


ê Education, literacy, health, drinking-water supply, welfare, low-income housing and uplift of the 


Scheduled Castes and Scheduled Tribes 
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Abandonment of Priority Development 
of the Public Sector 


The Government has abandoned the policy 
of priority development of the public sector. 
The private sector is to be allowed to take 
up whatever development activities it is 
competent and willing to undertake. Of the 
formerly 17 industries reserved for 
investment in the public sector since 1956, 
nine of them were to be dereserved 
according to the Statement on Industrial 
Policy (July 1991). These include important 
industries such as iron and steel, electricity, ` 
air transport, shipbuilding, heavy machinery ` 
such as heavy electrical machinery, 
telecommunication cables and instruments. 
The eight industries that continue to be 
reserved for the public sector are in areas 
of security and strategic concerns. The 
public sector will concentrate on strategic, 
high-technology and essential infrastructure* 
areas. In line with approach the Deputy ` 
Chairman of the Planning Commission, in 
his address to the National Development 
Council® called in May 1992 to consider and 
approve the Eighth Five Year Plan (1992- 
97), declared that the country should have 
to start rolling back the public sector 
investment from the sectors where private 
sector would move in and the public sector 
would instead concentrate in the social sector® 
The Government has ‘also decided to offer a ` 
part of the shares held by it in the public 
sector enterprises to financial institutions, the 
public and the workers and taken the first 
steps in implementing it in the (July 1991) ` 
1991-92 and the 1992-93 Central Budgets. 


Open Door to Foreign Private Investment ‘ 
Previously, the Government sought foreign ; 
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loan assistance mostly from official sources, 
that is, from foreign governments and their 
agencies, and international financial 
institutions (World bank, International 
Monetary Fund and lately the Asian 
Development Bank). It restricted the flow 
of foreign private investment to a small 
trickle by imposing various restrictions’on 
its entry into India. Indeed it edged out 
foreign capital from key sectors like the oil 
sector by nationalising the foreign enter- 


prises in India. The new policy, however, ~ 


welcomes foreign capital enthusiastically 
and to facilitate its flow into the country, 
as detailed later in the chapter on Industrial 
Development, has removed most of the 
restrictions on its entry. Nevertheless, the 
Government has not formally given up the 
self-reliance objective. It has declared that 
“ the basis of this vision (of the future) is 
self-reliance. It has been the foundation of 
economic policy for over four decades. India 
is too large a country for the rest of the 
world to look after. There is thus no 
alternative to self-reliance". 


Liberalisation of the Economy 


Liberalisation of the economy means to free 
it from direct or physical controls imposed 
by the government such as industrial 
licensing, price and distribution controls 
on products, import licensing, foreign 
exchange control, control of capital issues 
by companies (that is, collection .of funds 
by sale of their shares and debentures or 
funds), direct control of credit (laying down 
the limit on credit that the financial 
institution might grant), restriction on 
investment by large business houses, and 
the like, so that development and operation 
of the economy is increasingly guided by 
freely operating market forces, that is by 
prices and competition. Previously, it was 
felt that in order to influence development 
and operation of the economy in accordance 
with the accepted social priorities and to 
make planning effective, it was necessary 
— 
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to control and regulate the key points of 
the economy. Accordingly the sort of direct 
controls mentioned above were introduced. 
The new Government, on the other hand 
feels that such controls resulted in 
undesirable distortion in the economy, 
unduly restricted the initiative and 
enterprise of the people, and led to 
widespread’ corruption, delays and 
inefficiency, thus slowing down economic 
progress and creating high-cost and 
incompetitive economy in the country. It 
would be much better to let the market 
forces guide the economy. Further, at the 
present stage of development of the 
economy, the needed control over it could 
be exercised much more efficiently by 
impersonal budgetary and monetary 
measures to influence the market force than 
by direct controls. Accordingly, all direct 
controls are being increasingly withdrawn 
or greatly relaxed. 


Integration of the Economy with 

World Economy 

Previously the policy was to keep the 
economy independent enough of the world 
economy to protect it from ups and downs 
and other undersirable developments there 
and to shelter it from unequal competition 
of highly industrialised and advanced 
countries. The new policy, on the other 
hand holds that the Indian economy must 
be closely related to the world economy so 
that there is a largely unrestricted exchange 
of goods, technology, and experience 
between the two, all round cooperation 
between them, and a relatively free flow of 
capital from the advanced countries -to this 
country. In pursuance of this policy, 
quantitative restriction (that is, import 
licensing limiting the quantity that might 
be imported) have been increasingly done 
away with, rates of import duty have been 
reduced, and parttal convertibility of the 
rupee has been introduced under which 
40 per cent of the foreign exchange brought 


7 Government of India, Economic Swvey 1991:92, Part-1, Sector V, p. 26 
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to India is bought at the official rate and 
» the balance 60 per cent at the market rate 
. which is higher. This is a first step towards 
, free convertibility of the rupee for. trade 
) purpose where the. trade-related foreign 
exchange will be entirely bought and sold 
: at the market rate and no official rate, will 
apply to any part of it. Restrictions on free 
flow of foreign private investment have been 
largely removed or greatly rélaxed. 
All these major policy changes will 


certainly affect the direction and pattern of. 


development of the economy. Some of the 
initial impact of these changes might be 


seen in the Eighth Five Year Plan 1992-97. , 


The 20-Point Programme 


A 20-Point Programme was first announced 
by the late Prime Minister, Smt. Indira 
Gandhi, in July 1975. Its focus was on 
social justice. It aimed at providing better 
living conditions for the poorer and less 
privileged sections of the population. The 
Revised 20-Point Pro; je arinounced by 
Smt. Gandhi in January 1982 retained its 
original fociis but, in‘addition, aimed at 
all-round improvement in the economy. Its 
main concern, then, was social justice and 
accelerated growth. Hi ok 


The social justice measures included : 


the following: strengthening and expansion 
of the integrated Rural Development and 
the National Rural Employment 
Programmes (Point 3); implementation of 
agricultural ‘land ceilings and distribution 
of surplus land (Point 4); review and 
effective enforcement of minimum wages for 
agricultural labour (point 5); rehabilitation 
of bonded labour (Point 6); accelerated 
implementation of development programmes 
for the Scheduled Castes and the Scheduled 
Tribes (Point 7); supply of drinking-water to 
all problem villages (Point 8); allotment of 
house sites to rural families who were 
without them and expanded programmes 
of assistance for construction of house 
(Point 9); improvement of slums and house- 
building for economically weaker sections 
(Point 10); promotion of family planning on 
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a voluntary basis (Point 13); augmentation 
of primary health care facilities and control 
of leprosy, TB and blindness (Point 14); 
accelerated: implementation of women and 
child welfare programmes,. especially in 
tribal, hill and backward areas (Point 15); 
spread of universal elementary education 
for the 6-14 age:group with particular 
emphasis on girls (Point 16); and éxpansion 
of the public distribution system (Point 17). 

The items aimed at promoting 
accelerated growth through improvement 
in productivity included the following: 
increase in irrigation potential and 
development and spread of improved 
methods and inputs for dry land agriculture 
(Point 1); special efforts at increased 
production of pulses and vegetable oils 
(Point 2); raising of power generation to the 
maximum, improvement in operational 
efficiency of electricity authorities, and 
electrification of all villages (Point 11); 
vigorous efforts at afforestation, social and 
farm forestry and development of bio-gas 


and other alternative sources of energy (Point 


12); freer procedures and policies for 
investment in industries to ensure timely 
completion of projects; facilities to handicraft 
and, other village and small industries to 
grow and. improve their products and 
methods and process of production (Point 
18); strict action against smugglers, 
hoarders, tax evaders, and checks on black 
money (Point 19); and improvement in the 
physical and financial performance of 
public enterprises. 

The  20-Point Programme was 
reconstructed in 1986 in the light of the 
past experience and the objectives of the 
Seventh Plan (1985-90). The reconstructed 
Programme laid added emphasis on 
eradication of poverty. 

The 20-Point Programme was not 
additional to the development programmes 
of different sectors. There was no separate 
allocation. of funds for it. It picked up and 
put together items from different sectorial 
programmes which were considered of high 
national priority. The aim: was to focus 
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attention on these programmes towards 
ensuring their more vigorous 
implementation. A Union Ministry was given 
the responsibility for closely following the 
progress of the programme so that if any 
weaknesses and problems in implementation 
were noticed necessary corrective action 
might be taken urgently. 
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The measures for social justice and 
accelerated growth covered by the 20-Point 
Programme were important. and must 
continue to figure in the future Five Year 
Plans. It is not too important whether 
these are listed separately to constitute a 
special programme like the 20-Point 


Programme. 


EXERCISE 


Mention the periods covered by the successive Five Year Plans. Why has it been 


considered necessary in India to undertake planned development of the economy? 


made in that direction. 


Describe the long-term goals of Indian planning. 

How far have the Plans succeeded in raising the growth rate of the Indian economy? 
Explain the goal of social justice as adopted in Indian planning. 

Explain the objective of economic self-reliance in Indian planning. Describe the progress 


Mention the basic elements of the development strategy of Indian Plans. 


Explain the strategy of balanced development as adopted in Indian plans. 


6. 
7. Write a note on the concept of a mixed economy as adopted in Indian Plans. 
8. 
9. 


What considerations have led Indian planning to accord high development priority to 


the public (state) sector? 


10. List the various programmes and other measures that have béen taken in India for 


the uplift of the backward classes. 


11. Mention the various social welfare measures included in the Plans. 
12. Write a note on the Revised 20-Point Programme announced in 1982. 
13, Mention the main elements in the approach to balanced regional development adopted 


in India. 


14. Mention the principal feature of the New Economic Policy adopted in India 


in 1991-92. 
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- Economic Growth and 
Structural Change 


Economic GROWTH is an essential condition 
for overcoming acute poverty and 
backwardness inherited from the colonial 
era. Accordingly, accelerated growth has 
béen a major objective of the Five Year Plans. 


Measurement of Growth Rate 


The growth of an economy usually refers 
to the annual rate of increase in its gross 
domestic product (GDP) at constant prices. 
The GDP measures the total final output of 
goods and services produced by the 
economy valued at the prevailing market 
prices. The final output is’ that which is 
directly used for private and government 
consumption, gross capital formation and 
net exports (that is, exports in excess of 
imports). Goods and services used for 
further production of goods and services, 
called intermediate goods and services, for 
instance, cotton for spinning yarn, yarn 
for weaving cloth, coal burnt in a factory 
boiler, electricity for driving electric trains, 
and diesel for trucks and tractors, are 
excluded. This is because all these are used 
up in what is termed as intermediate 
consumption and are not available directly 
for final use. The depreciation of: fixed 
production assets, for example, wear and 
tear’ of machinery and buildings during 
production or otherwise over time, which 
is termed consumption of fixed capital, is 
not excluded from final output to arrive at 


the estimate of GDP. The GDP thus 
measures the value of the domestic 
economy's output of goods and services, 
free of duplication, that is, after excluding 
the commodities used up in the production 
of other commodities. When consumption -~ 
of fixed capital is excluded, the final output 
of goods and services produced by the 
economy is termed Net Domestic Product 
(NDP). Thus: NDP = GDP- Consumption of 
fixed capital. 

The GDP in:a particular year may be 
measured either in the current or prevailing 
prices in that year, or in the prices: of a 
selected past year which may be assumed 
to have remained unchanged. The first gives 
the GDP at current prices and the second, 
the GDP at constant prices. In order to 
measure the real growth of the economy, it 
is necessary to remove the effect of rising 
prices on GDP so that a higher GDP may 
indicate a real growth in the final output of 
goods and services. The growth rate of an 
economy over a period is measured, then, 
by the average annual increase in its GDP 
at constant prices. 

A method commonly employed to 
compute the growth rate of GDP over a 
particular period is to work out the total 
increase in GDP over the period and then 
to find out the compound growth rate per 
annum that will give this much total growth 
over the period. If, for instance. it has been 
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worked out that the GDP has risen, three 
times over a 30-year period, a compound 
interest table or a pocket calculator will 
show that the average growth rate during 
this period was 3.73 per cent.' A serious 
drawback of this method is that the growth 
rate is calculated by taking into account 
the value of GDP only in the first and the 
final year of the period. The GDP values for 
the intervening years are altogether ignored 
and the result remains unchanged no 
matter how the economy performed during 
these years. The statistical method, 
however, makes it possible to take into 
account the level of GDP in all the years of 
the particular period. This method is 
obviously more, scientific. In this 
book growth rates have been worked 
out in general by using the statistical 
method.” 

The growth rate of population, however, 
has been worked out by the traditional 
method as it gives about the same result. 


Crowth Rate of GDP 


The preparation of national income 
estimates is the responsiblity of the Central 
Statistical Organisation (CSO) of the 
Government of India. These estimates are 
being currently made available in the 
annual publication of the CSO, entitled 
National Accounts Statistics. The official 
national income estimates are available for 
the period since 1948-49. New series of 
estimates have been introduced from time 
to time. In each case a new price base was 


adopted for working out the GDP and“ 


related estimates. Initially, the 1952-53 
prices were used as the constant price base. 


' as (1.0373) = 3 
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The 1960-61, 1970-71 and 1980-81 prices 
have been used as the constant price base 
since. Each such change meant the 
introduction of a new series. The New Series 
introduced in 1988 with effect from 1980- 
81, that is, with 1980-81 prices as the 
constant price base, is the one current now. 
The growth rates of GDP related estimates 
given in this edition? of the book have been 
worked out by the statistical method using 
the New Series estimates of GDP at 1980- 
81 prices which have been made available 
for the entire period since 1950-51. 


Table 6.1 shows that the country had 
a rather low average annual growth rate, 
during the first three decades of planned 
development, namely, 4.09 per cent in the 
1950s, 3.78 per cent in the 1960s and as 
low as 3.33 per cent in the 1970s. 
There has been, however, a marked 
improvement in growth rate in the 1980s. 
It works out to 5.68 per cent for the period 
1980-81 to 1990-91. This is the result of 
a large improvement in growth rate shown 
by several non-agricultural sectors/ 
sub-sectors, particularly mining and 
quarrying, manufacturing, banking and 
insurance, and public administration and 
defence. The electricity etc. sector has 
continued to show a high growth rate. In 
agriculture and allied activities sector, 
there has been a large improvement in 
growth rate in fishing but a more moderate 
improvement in agriculture. The negative 
growth rate for forestry and logging 
has become even worse. The overall 
growth rate for the agriculture sector has 
shown considerable improvement. The 
growth rate for all the sectors taken 
together, that is, the growth rate of Gross 


2 The method consists in working out, on the basis of the GDP estimates for all the years of the 


period, an equation of the form Y, 


= A (1+i)', where Y, is the computed GDP in year't, A is the 


GDP in the base year (that is, in the year for which the value of t has been taken as zero) and 
i is the average annual compound growth rate of the economy over the period. It is possible to 
test whether the equation is a good enough expression of the growth trend of the economy over 


the particular period 
? third revised edition 
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EVOLUTION OF THE INDIAN ECONOMY 


TABLE 6.1 


Average Annual Rate of Growth of Gross Domestic Product at 1980-81 Prices by Kind of 
Economic Activity, 1950-51 to 1990-91". 
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l. Agriculture, forestry and fishing 
(i) agriculture 
(ii) forestry and logging 


(iii) fishing 
2. Mining and quarrying 
3. . Manufacturing 

(i) registered 

(ii) unregistered 
4. Electricity, gas and water supply 
5. Construction 
6. Trade, hotels and restaurants 
7. Transport, storage and communication 
8. Finance, insurance, real estate and business 


services 
(i) banking and insurance 
(i) real estate, ownership of dwellings and 
business services 
9. Community, social and personal services 
(i) public-administration and defence 
(ii) other services 
Gross Domestic Product at Factor Cost 


10. Indirect taxes less subsidies 


Gross Domestic Product at Market Prices (GDP) 


*For 1990-91 Quick Estimates have been used. 


(in percentages) 
1950-51 1960-61 1970-71 1980-81 
to to to to 

1960-61 1970-71 1980-81 1990-91 
2.82 2.01 1.80 3.22 
3.03 1.84 2.06 3.44 
0.45 3.19 ()1.25 (-)2.21 
5.65 3.94 2.67 5.60 
4.58 4.37 4.78 6.41 
6.21 4.70 4.62 7.03 
7.46 5.65 4.54 TAD 
5.03 3.47 4.72 6.07 
10.44 11,17 7.05 9.09 
6.30 6.35 3.31 3.70 
5.30 4.46 4.82 6.12 
5.90 5.39 6.36 7.28 
3.03 3.21 4.34 7.35 
7.50 5.44 7.43 12.93 
2.22 2.60 3.11 3.66 
3.64 5.32 3.81 6.49 
5.37 7.59 5.11 7.88 
2.95 3.93 2.87 5.23 
3.81 3.54 3.43 5.45 
7.52 6.73 2.57 7.57 
4.09 3.78 3.33 5,68 


Note: GDP at market prices = GDP at factor cost + indirect taxes less subsidies. 


Domestic Product at factor cost has 
improved to 5.45 per cent as against 3.43 
per cent in the 1970s. On account of the 
sharp rise in the growth rate of indirect taxes 
less subsidies to 7.57 per cent as against 
only 2.57 per cent in the 1970s, the Gross 
Domestic Product at market prices shows a 
substantially higher growth rate (5.68 per 
cent) than that observed for Gross Domestic 
Product at factor cost (5.45 per cent). 


The marked improvement in the growth 
rate of GDP in the 1980s has been helped, 
among other factors, by the large net 
imports (that is, imports in excess of 
exports) of goods and services. The 
excess imports have been financed, :for 
the most part, by external borrowing. As a 
result the country’s external debt has 
risen sharply from $17.4 billion in 1980 
to $ 66.5 billion as on 31 March 
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1991.* This has raised fears that, if the 
debt continues to mount, the country may 
be caught before long in an external debt 
trap. The current problem, then, is how to 
maintain and even improve upon the 
growth rate observed in the 1980s while 
avoiding the debt trap. This will call for 
efforts and sacrifices in several directions, 
particularly towards an improvement in the 
rate of domestic saving, a better balance 
between the earning and spending of 
foreign exchange and a more efficient use 
of investable resources. 


Growth Rate of Per Capita GDP 


If the GDP growth is fully matched by 
population growth, there will be no 
improvement in the availability of goods and 
services per person or per capita and the 
general level of living of the population 
would be no better. In order to secure rising 
living standard, it is necessary that 
aggregate GDP may grow faster than 
population so that there is a continued rise 
in GDP per capita, 

From 1950-51 to , 1980-81 the 
aggregate GDP at 1980-81 prices increased 
2.97 times, but this was largely offset by 
the 1.89 times increase in population so 
that the GDP per capita rose only 1.57 
times (2.97 + 1.89 = 1.57), from Rs 1,274 
to.Rs 2,000 per annum. As the per capita 
GDP was very low in 1950-51, an 
improvement of only 57 per cent in it over 
a period of 30 years, that is, at the average 
rate of 1.51 per cent per annum was rather 
too slow and inadequate. On account of 
the markedly higher growth rate of GDP 
observed in the 1980s there has been a 
sharp improvement in the growth rate 
of GDP per capita (Appendix 6.1.) From 
1980-81 to 1990-91 the aggregate GDP has 
grown at the average annual rate of 


_—_—_— 


61 


5.68 per cent and the population at 
2.14 per cent per annum (Census 1991). 
As a result the GDP per capita has grown 
at the average annual rate of 3.47 per cent 
per annum® which is more than twice the 
rate observed over the previous 30-year 
period. The problem of low average level 
of living in the country needs to be tackled 
at both the ends. On the one hand the 
growth rate of GDP*observed in the 1980s 
may be improved upon and on the other 
hand the growth rate of population may be 
substantially brought down. 


Structural Change 


As may be observed in Table 6.1, the 
individual activity sectors have shown 
varied growth rates. This has the effect of 
bringing about changes in their relative 
contribution to GDP at factor cost over time, 
that is, there is a change in the production 
structure of the economy. The change over 
the period from 1950-51 to 1990-91 has 
been -Brought out in Table 6.2. 


Table 6.2 brings out the following as 
the principal elements. of the structural 
change under way since. 1950-51: 


1l. The relative contribution of agriculture 
to GDP at factor cost has shown a 
steady decline from 48.7 per cent in 
1950-51 to 29.5 per cent in 1990-91. 
This is in line with the structural 
change observed elsewhere. A noti- 
ceable rate of economic development is 
generally marked by a decline in the 
relative importance of agriculture. In 
1987, in the highly developed countries 
like the USA, the UK and the Federal 
Republic of Germany, its contribution 
to GDP had declined to only 2 per cent. 
In some others like Canada and Japan 
it was just 3 per cent. It may be 


4 Government of India, Economic Survey 1991-92, Paragraph 5.61, p. 68 


5 1.0568 + 1.0214 = 1.03466 


° The growth of per capita GDP over the period 1980-91 ia in Appendix 6.1, gives an average 
annual growth rate of 3.52 per cent by the statistical method. 
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TABLE 6.2 


EVOLUTION OF THE INDIAN ECONOMY 


Gross Domestic Product at Factor Cost by Kind of Economic Activity 
{at 1980-81 prices) 


(percentage of GDP) 

we ___ervenitagee of GDP) 
1950-51 1960-61 1970-71 1980-81 1990-91 

88S 1990-91 


1. Agriculture, forestry and fishing 55.4 
(i) agriculture 48.7 
(ii) forestry and logging 6.0 
(iii) fishing 0.7 

2. Mining and quarrying 1.1 

3. Manufacturing 11.4 
(i) registered 5.4 
(ii) unregistered 6.0 

4. Electricity, gas and water supply 0.3 

5. Construction 3.3 

6. Trade, hotels and restaurants 8.5 

7. Transport, storage and communication 2.5 

8. Finance, insurance, real estate and 
business services 9.0 
(i) banking and insurance 1.1 
(ü) real estate, ownership of dwelling 

and business services 7.9 


9. Community, social and personal services 8.5 
() public administration and defence 2.3 
(ii) other services 6.2 
Gross Domestic Product at Factor Cost 


mentioned that the USA, while deriving 
only 2 per cent of its GDP from 
agriculture, produces large surpluses 


of food and feed grains, cotton, tobacco 4. 


and other farm produce for export. In 

all these countries the GDP generated 

in agriculture has grown in absolute” 
amount but it has formed a declining 

proportion of the growing GDP. A 

similar process is under way in this 

country. 

2. There has been a steady decline in the 
percentage contribution of forestry and 
logging to GDP, while fishing has 
maintained its contribution at the 
1950-51 level. 

3. When agriculture and allied activities 
are taken together, their combined 


50.9 44.5 38.0 31.6 
45.9 39.7 34.7 29.5 
4.2 4.0 2.5 14 
0.8 0.8 0.8 0.7 
1.3 1.3 1.6 i, 
13.9 16.1 17.7 20.6 
73 9.4 10.0 12.5 
6.6 6.7 2.7 8.1 
0.6 1.2 1.6 2.3 
4.2 5.0 5.0 4.1 
9.7 10.8 12.0 12.7 
2.9 3.5 4.7 5.4 
8.2 8.0 8.9 10.3 
1.5 2.0 2.8 5.3 
6.7 6.0 6.1 5.0 
8.3 9.6 10.5 11.3 
2.6 3.8 4.7 5.6 
5.7 5.8 5.8 5.7 
100.0 100.0 100.0 100.0 


contribution of GDP is observed to have 
declined from 55.4 per cent in 1950- 
51 to 31.6 per cent in 1990-91. 

The mining sector has steadily 
increased its contribution to GDP, from 
1.1 per cent in 1950-51 to 1.7 per cent 
in 1990-91. This increase is accounted 
for mainly by the growth in output of 
crude petroleum, coal and iron ore. 
The manufacturing sector has also 
shown a marked improvement in its 
percentage contribution to GDP from 
11.4 per cent in 1950-51 to 20.6 per 
cent in 1990-91. This is largely due to 
the expansion of the registered manu- 
facturing sector, which includes large- 
scale and other organised units. This 
sector has increased its contribution 
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from 5.4 per cent in 1950-51 to 12.5 feature of the development process. 
per cent in 1990-91. The unregistered 8. The contribution of public adminis- 
manufacturing sector, which is made tration and defence to GDP has shown 
up of unorganised household and other a marked improvement from 2.3 per 
production units, has improved its cent to 5.6 per cent. This is due toa 
share over the period only by a marked expansion of civil adminis- 
relatively small percentage, from 6.0 to trdtion and defence services since the 
8.1. There has been thus not only an early 1960s, following the border war 
improvement in the relative position with China. 
of the manufacturing sector but also, 9. There has been a steady decline in 
within this field, the modern organised the contribution of the real estate 
sector has become predominant. These and ownership of dwellings sector. This 
developments, too, are a common reflects the slow growth of residential 
> feature of the development process. housing. It is also likely that there has 
6. The contribution of electricity, gas and been a growing underestimation of the 
water supply has shown a steady and GDP generated in this sector. 
sharp rise from a mere 0.3 per cent to India is a developing country. Though 
2.3 per cent. This is largely due to the economy has shown a rather low 
increase in electricity generation. growth rate over much of the period since 


7. Trade, transport and communication, 1950-51, it has been undergoing a 
and banking and insurance are some noticeable structural chánge towards the 
of the other sectors that have shown typical production structure of the advanced 
a substantial improvement in their con- countries. There is, however, yet a long way 
tribution to GDP. This, too, isa normal to go in that direction. 


APPENDIX 6.1 
Total and Per Capita Gross Domestic Product at 
Constant (1980-81) Market Prices 
Year GDP Population Per Capita GDP 
(Rs Crores) (Crores) (Rs Hundred) 

l 2 3 y 4 
1950-51 45739 35.9 12.74 
1951-52 47167 36.5 12.92 
1952-53 48377 37.2 13.00 
1953-54 51361 37.9 $ 13.55 
1954-55 53915 38.6 13.97 
1955-56 55763 39.3 14.19 
1956-57 58856 40.) 14.68 
1957-58 58746 40.9 14.36 
1958-59 63055 41.8 15,08 
1959-60 64787 42.6 15.21 


1960-61 68063 43.4 15.68 
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1961-62 70716 44.4 15.93 
1962-63 72951 45.4 16.07 
1963-64 77513 464 16.71 
1964-65. 83262 47.4 17.57 
-1965-66 81301 48.5 16.76 
1966-67 81019 49.5 16.37 
1967-68 87290 50.6 17.25 
1968-69 90435 51:8 17.46 
1969-70 96355 52.9 18.21 
1970-71 101362 54.1 18.74 
1971-72 103203 55.4 18.63 
1972-73 - 102566 56.7 © 18.09 
1973-74 105596 58.0 18.21 
1974-75 106855 59.3 18.02 
1975-76 116675 60.7 19.22 
1976-77 118748 62.0 i 19.15 
1977-78 127293 63.4 20.08 
1978-79 134638 64.9 20.75 
1979-80 127572 66.4 19.21 
1980-81 136013 67.9 20.03 
1981-82 144900 - 69.4 20.88 
1982-83 150379 70.9 21.21 
1983-84 161547 72.4 22.31 
1984-85 167525 73.9 22.67 
1985-86 176682 75.5 23.40 
1986-87 184690 77.0 23.99 
1987-88 193804 78.5 i 24.83 
1988-89 212640 80.0 26.58 
1989-90 225744 82.0 27.53 
1990-91 238194 83.7 28.46 


Note: The sharp rise of 2.0 crores (20 million) shown in population in 1989-90 indicates that the 
estimated population, which was somewhat understated previously, has been.adjusted upwards _ 
in the light of the results of the 1991 Census. i 


EXERCISE 


1, Give an idea of the long-term growth rate of total and per capita Gross Domestic Product. 
2, Give the main changes in the relative contribution of different activity sectors’ GDP since 
1950-51. Are these changes in the right direction? 
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Institutional Change 


THE BritisH had sought to change, as 
described in Chapter 1, the then 
predominantly feudal economy: of the 
country into one serving their colonial 
interests. The result was a colonial-feudal 
economy. In this economy over time trends 
towards a market economy strengthened. 
These trends, in course of time, gave birth 
to Indian capitalist enterprise.” The growth 
of the market economy, Indian capitalist 
enterprise, and colonial public services 
together with the spread of education 
created a numerous and influential middle 
class? comprising industrialists, merchants, 
shopkeepers, lawyers, doctors, teachers, 
public servants, clerks, substantial 
cultivators and the like. This class was the 
leading force in the movement for national 
independence. India emerged an 
independent State under the leadership of 
this class. The pre-eminent position of this 
class in the State has led to policies and 
Measures aimed at promoting further 
development of the market economy and 
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the capitalist enterprise. This class has also 
been the main force behind the 
unprecedented growth of public services 
and educational facilities and, of course, 
has also benefited the most from these. All 
these developments have involved important 
social changes. Among the most important 
of these are : (i) the transformation of 
feudalism; (ii) the expansion of private 
capitalist enterprise; (iii) growth of the 
public sector; and (iv) growth of the term- 
financing institutional structure. The 
essential features of these institutional 
changes have been disciissed below. 


Transformation of Feudalism 


British colonialism had preserved, 
reinforced and protected Indian feudalism 
as a reliable support. Feudalism powerfully 
restrained the growth of the market 


“economy and the capitalist enterprise. In 


this system the cultivator was not the owner 
of land and after paying rent and other 


l Indian feudalism has been different from European feudalism. Here a feudal society means one 
which is dominated by the rent-receiving class; agriculture is the predominant activity and the 
actual cultivator of land is obliged to pay rent (usually in kind) and to render certain personal 
services to those who have superior rights in land recôgnised by the ruler or the ruling power who 
generally rules without submitting to democratic control, that is, control by the people through 
bodies elected by them. 

R Capitalist enterprise means one where the owner of means of production (land, tools, machinery, 
raw materials etc.) carries on production not by his own labour but by hired labourers. 

“Ina predominantly feudal society, like Mughal India, the feudal landlords are the dominant upper 
class; the manufacturers, traders and other owners of capital and the allied elements are the 
middle class; and the artisans, peasants and other toilers are’ the lower class. 
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obligations, legal and illegal, was left with 
little for investment in improvement of land 
and cultivation so that the agricultural 
productivity was low. The rent-receiving 
class, on the other hand, spent much of its 
receipts on personal consumption and not 
in investment in agriculture and non- 
agricultural activities. Naturally economic 
progress was very slow. Accordingly, 
since Independence, middle-class-dominated 
public. policy has been directed towards 
transforming feudalism into capitalism. This 
has involved transformation of feudal rights 
into capitalist property and of feudal classes 
into capitalist and semi-capitalist elements. 
The measures that have promoted this 
transformation are described below. 


Integration of Princely States 


Under British rule, India was divided into 
British India and the Princely States. British 
India comprised the territories under direct 
colonial rule. The Princely States were ruled 
by Indian feudal princes who had pledged 
support and loyalty to the British Crown. 
During the first decade of Independence, 
the Princely States were integrated, ‘step 
by step, with the rest of India. The States 
Reorganisation Act 1956 finally abolished 
the Princely States, merged them with the 
rest of India, and reorganised the country 
into States and Union Territories (areas 
directly under the Central Government) on 
a uniform basis. 

The integration of Princely States was 
an outstanding achievement. It not only 
consolidated political independence and 
national integrity, but also had important 
economic consequences. A unified market 
embracing a vast population came irito 
being. The growing trends towards a market 
economy were reinforced. The possibility of 
unhindered movement of farm produce all 
over the country encouraged the different 
agricultural regions to concentrate in 
different crops. This promoted agricultural 
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production for the market rather than for 
self-consumption. Moreover, the wider 
market together with the increased scope 
for large-scale exploitation of mineral and 
other natural resources, created more 
favourable conditions for industrial deve- 
lopment. On account of the vast population, 
even at a very low level of per capita 
purchasing power, the internal market for 
most manufactured products grew to be 
large enough to permit establishment of 
modern large-scale production units. 


Abolition of Intermediary Rights in Land 


The various land tenure systems set up or 
recognised by the British, in the final 
analysis, fell into two main types : (i) where 
the ryot* was the owner of the land held by 
him and directly paid the land revenue 
assessed on his holding to the State; and 
(ii) where the ryot was an occupancy tenant 
of the land held by him and paid rent to 
his zamindar (landlord). The first type, 
where the ryot directly dealt with the State, 
was the Ryotwari system. The second type, 
where the zamindar acted as the 
intermediary between the State and the 
ryot; and retained that part of the rental 
receipts which were in excess of the lan 
revenue payable by him to the State, was 
the Zamindari system. Though there were 
several variants of the two systems in 
different parts of the country, they all fell 
into one or the other basic category, 
depending upon whether or not there was 
an intermediary right-holder between the 
ryot and the State. 

In the post-Independence period, the 
major reform in the land -tenure system 
has been the abolition of the rights of 
intermediaries. Ryots have been brought 
into direct contact with the State as was 
the case under the Ryotwari system, Instead 
of paying rent to the zamindar, the ryots 
now pay land revenue to the State. For the 
loss of their right to receive rent from the 


* A ryot is a person who either as an owner or as an occupancy tenant, has a permanent and heritable right to his holding 
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ryot, the intermediaries were paid 
compensation either in cash or in interest- 
bearing government bonds, or in both these 
forms. The total amount payable to the 
zamindars has run into several hundred 
crores. The bulk of it was payable in the 
three former zamindari States of Uttar 
Predesh, Bihar and West. Bengal. The 
compensation amount was usually related 
to the intermediary’s income from these 
rights, but it was not necessarily full 
compensation, particularly in the case of 
the bigger intermediaries. Thus, to some 
extent, the intermediary rights were 
confiscated rather than purchased by the 
State. In some cases, the ryots acquired 
full ownership rights over their holdings 
straightaway. In some other cases, for 
example, in Uttar Pradesh they were 
required to pay a prescribed amount to the 
State, which was usually related to the 
ryot’s previous rental obligation to the 
intermediaries. 

The legislation for the abolition of 
intermediary tenures — known as zamin- 
daris, jagirs, inams, etc. — which covered 
about 40 per cent of the area of the eountry, 
was enacted by. the majority of the States 
by 1954. This reform brought more than 
20 million occupancy tenants into direct 
relationship with the State. This raised their 
economic and social status. Considerable 
areas of cultivable waste land and private 
forests, formerly held by intermediaries, 
came under government control and 
management. Some of these lands were 
later distributed among the landless. A 
considerable area was, however, grabbed 
by influential persons. 

In some areas, where intermediary 
tenures did not exist because tenants or 
the sub-tenants had no permanent rights 
at fixed rent, legislation was enacted to 
provide them with security of tenure at 
regulated rents. This transformed the 
owners of land‘into intermediaries with 
regard to the land held by the tenants and 
sub-tenants covered by this legislation. 
Then, as elsewhere, intermediary rights 
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were abolished and the rights of ownership 
conferred on tenants and sub-tenants. 
Under this legislation, about three million 
tenants and share-croppers acquired 
ownership of more than seven million acres. 

The abolition of intermediary (zamin- 
dari) rights had important consequences. 
The Zamindari system, wherever it existed, 
was transformed. into the Ryotwari system. 
Thus, with the exception of the tribal areas, 
where there was some form of collective 
control of land, a basically uniform system 
of a kind of Ryotwari tenure came to prevail 
all over the country. This was a big blow to 
rural feudalism. With the abolition of 
various levels of intermediaries and the 
conferment of ownership rights on the ryots, 
the conditions were more favourable for the . 
emergence of a section. of ryots as 
prosperous capitalist farmers carrying on 
cultivation with hired agricultural workers. 
The way was thus more open, even in the 
former Zamindari ateas, for the growth of 
capitalist elements in agriculture. 

The reform also had an impact on the 
former intermediaries (zamindars). Their 
feudal rights were converted into cash or 
government bonds. These could be 
invested, if the recipients of compensation 
so desired, in industry, trade, farming or 
any other capitalist enterprise. The 
intermediaries also retained in full 
ownership, sometimes subject:-to a specified 
fairly liberal ¢eiling, the land that had been 
held by them directly (that is land over 
which no tenant had acquired permanent 
rights). When, as in many cases, this land 
was substantial, the former intermediaries 
were free to practise capitalist farming on 
it, that is. direct cultivation with hired 
labour instead of indirect cultivation 
through tenants. In both these ways, the 
abolition of intermediary: rights tended to 
transform the former feudal elements Into 
capitalist and semi-capitalist elements. 


Redistribution of Land 


The abolition of intermediaries did not by 
itself affect the relative size of holdings. A 
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ryot still held the same area of land, big or 
small, over which he had permanent rights 
earlier, subject to the payment of specified 
rent to the zamindar. What had changed 
was not the size of his holding but the fact 
that instead of paying rent to an 
intermediary, he paid land revenue to the 
State. The intermediaries largely retained 
the lands that had been directly held by 
them and henceforth paid the land revenue 
only with respect to these lands. Thus, both 
the intermediaries and the ryots continued 
to hold the same land which had been held 
directly by them earlier. The different 
holdings remained as unequal as before. 
The Ryotwari areas, where there were no 
intermediaries between the ryot and the 
State, remained altogether unaffected by 
this reform. 

The census of land holdings and 
cultivation’ carried out in 1954-55 showed 
a high degree of inequality in the 
distribution of ‘owned area’. In all the 


States, the smaller holdings, though far ` 


more numerous than the larger holdings, 
accounted for a,much lower percentage of 
the ‘owned area’ than the bigger holdings 
did. The census did not cover the landless 
agricultural population as they were outside 
its scope. In order to* rectify the situation 
where a large proportion of the agricultural 
population either had no land, or had only 
tiny holdings, it was considered necessary 
to follow up the abolition of intermediaries 
by redistribution of land. The second stage 
of the reform, therefore, consisted in 
(i) fixing a ceiling on holdings, and 
(ii) redistributing the surplus land among 
the landless and small holders. During the 
Second and Third Five Year Plans, most 
States enacted legislation to this effect, 
While the details differed from State to 
State, the following were the common 
elements of this legislation. 


1: The ceiling was applied, in some States, 
to the holding of an individual owner, 
but in some others to the aggregate 
area held by the members of a family. 

2. In order to prevent large landowners 
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from defeating the aims of the ceilings 
legislation by transferring their surplus 
lands, in many States (though not in 
all), the transfers after a date prior to 
the enactment ofthe legislation were 
to be disregarded. 

3. Certain categories of farms were exempt 
from the ceilings such as plantations, 
specialised farms, sugarcane farms 
attached to sugar factories and 
efficiently managed farms. 

4. Different ceilings were fixed for different 
qualities of land; in particular, a lower 
ceiling was fixed for irrigated land than 
that for unirrigated land. A distinction 
was often also made between land 
irrigated from different sources. In 
several cases the ceiling was fixed in 
terms of ‘standard acres’. The standard 
acre was defined as an-acre of irrigated 
double-cropped land. Dry and inferior 
lands were reduced to standard acres 
in proportion to their yield. In Uttar 
Pradesh, the ceiling was in terms of 
fair quality land defined with reference 
to a given level of hereditary rate of 
rent. Broadly, the ceiling was fixed at 
around 30 standard acres. 

5. While distributing land acquired as a 
result of the ceiling laws, tenants who 
were displaced as a result of 
resumption of land by the landowner 
for personal cultivation, farmers with 
uneconomic holdings and the landless 
were given preference. 


While the abolition of intermediary rights 
was a notable success, the redistribution of 
land, through ceilings legislation, was a 
dismal failure. By the beginning of the Fifth 
Plan (1974-75) only about a million hectares 
(that is, about 0.6 per cent of the cultivated 
area) had been declared surplus, and no 
more than about 0.53 million hectares (that 
is, about 0.3 per cent of the cultivated area) 
had been distributed to landless agricultural 
workers and small holders, the majority of 
whom belonged to the Scheduled- Castes and 
the Scheduled Tribes. 


INSTITUTIONAL CHANGE 


The‘slow progress in the imposition of 
ceilings drew a great deal of public attention 
in 1972. This led to the adoption of new 
guidelines for further action on the 
implementation of land ceilings.. The State 
Governments amended the ceilings 
legislation in the light of these guidelines. 
However, as before, implementation met 
with serious difficulties. B, 1985, under 
all ceiling laws enacted from time to time, 
only 2.91 million hectares of land had been 
declared surplus, 2.27 million hectares had 
been taken over and 1.78 million hectares 
had been, distributed.® The area distributed 
was barely 1 per cent of the total cultivated 
area. 


An alternative approach to redistri- 
bution of land was the Bhoodan (Land Gift) 
Movement launched by Acharya Vinoba 
Bhave in 1951. It was an appeal to 
substantial holders to gift a part of their 
land for distribution to the landless. The 
target of land collection was fixed at 50 

million acres (about 20 million hectares). 
The movement achieved some results only 
in Bihar. The total area distributed in the 
country by 1985 was about 1.3 million 
acres (0.53. million hectares). Much of this 
land was reported to be of inferior quality. 
The movement has virtually come to an 
end. Its important contribution, however, 
has been the creation of some awareness 
among the public of the need for 
Tedistribution of land. 

On account of the failure of attempts 
at redistribution of land, the owners have 
very unequal holdings. Since a high 
Proportion of the holdings are owner- 
Operated, the inequality of ownership 
holdings has resulted in a similar inequality 
of operational holdings, though on account 
of renting in of land by the small owners, 
inequality of operational holdings is 
Somewhat less sharp. The successive 
agricultural censuses have shown how 
Serious this inequality is. 
C= 
: Seventh Five Year Plan 7985-00 Paragraph 2.68, p. 62 

Excluding Jammu and Kashmir 
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Causes and Consequences of the Failure 
to Redistribute Land: The most important 
cause of failure to redistribute land is the 
prevailing balance of political forces in the 
country. The substantial land holders are 
a very powerful political force. In the 
absence of a powerful movement of the 
landless and the small holders in favour of 
redistribution of land, the State 
Governments have been generally reluctant 
to: displease the substantial owners with 
surplus land. The scope of the ceilings 


legislation has been limited and the exent- 


ptions and loopholes have made avoidance 
and evasion easy. The administrative 
machinery, which has the responsibility for 
detailed implementation, has generally 
favoured the dominant substantial holders 
and has been very slow in determining, 
taking over and distributing the surplus 
land. The judiciary ‘has often tended to 
interpret the right to property in such a 
way as to prevent and delay the 
implementation of the ceiling. It has 
required an amendment of the Constitution 
to overcome the delays and difficulties as a 
result of the affected landholders going to 
law courts for the protection of their 
property rights. With the prevailing balance 
of political forces, a major redistribution of 
land is practically ruled out. The highly 
unequal ownership of land has had 
important consequences, which are given 
below. 


1. A large proportion of the agricultural | 


population has little or no land. The 
landless earn their livelihood mainly by 
working as hired labourers on other 
people's holdings. According to the 
Population Census of 1991, out of the 
total 185.2 million main workers 
engaged in agriculture in the country*, 
74.6 million were agricultural labourers 
and 110.6 million cultivators. Thus 
there were about 3.4 agricultural 
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workers against every five cultivators. 


“The agricultural workers are the 
* poorest and the most oppressed section 


of the population.. Many of them belong 
to the Scheduled Castes and other 
backward classes. ` They have 
widespread unemployment, low and 
insecure incomes and a high incidence 
of indebtedness. Notwithstanding 
recent measures to abolish bonded 
labour, many agricultural workers live 
and work in various degrees of bondage 
to the owner-cultivators to whom they 
are permanently in debt. Agricultural 
workers form the bulk of the millions 
who live below the poverty line. . 
There is a tremendous wastage of 
manpower tied to agriculture. Land is 
the basic means of production in 
agriculture. Agricultural workers 
remain idle over’a large part of the 
year because they neither find enough 
wage employment, nor have the means 
to work on their own. The plight of 
small holders is only a shade better, if 
at all. Agriculture is thus beset with 
immense unemployment and 
underemployment. 

Improvement of agriculture calls for 
large amounts of on-farm investment, 
for example, levelling or terracing of 
land, improving the soil, improving 
irrigation and drainage facilities, laying 
orchards, etc. Much of this investment 
can be carried out by employing the 
cultivators’ spare time, but at present 
there is very limited scope for this. The 
bigger landholders are under no 
compulsion to engage in this heavy 
work, and the vast numbers who have 
no, or very limited land, have no 
opportunity to do’ this. 

An essential condition for the success 
of a mass cooperative effort is that there 
should be a high degree of social and 
economic equality among the 
participants. On account of the very 
unequal distribution of land this 
condition has not been met. No wonder 
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then cooperation has made very limited 
progress outside the field of credit. 
Here, too, the cooperative organisation 
is more a channel for the distribution 
of funds drawn from outside 
agriculture, than a self-reliant insti- 
tution of the agricultural population for 
mutual help. Moreover, the cooperatives 
are largely under the control of the 
better-off section of the land-owning 
classes and are used by them to their 
own advantage. The highly unequal 
ownership of land has stood in the way 
of a strong all-round cooperative 
movement. 

On account of the fear of losing land, 
the more substantial owners have 
tended to undertake direct cultivation 
instead of renting out their holdings. if 
at all, the land is rented on the basis 
of crop-sharing or other oral tenancies. 
On the whole, a relatively small 
proportion of the land is now rented. 
The. area operated by the owners 
themselves forms by far the largest 
proportion of the total cultivated area. 
The more substantial holders carry on 
cultivation mostly with hired agri- 
cultural workers. Even middle-level 
cultivators make extensive use of hired 
labour. Thus, profits of cultivation, 
rather than rent, are increasingly 
becoming the main source of income 
of substantial holders. In other words, 
feudal practices are giving way to 
capitalist practices. The extent of this 
change varies from Sjate to State but 
it is under way everywhere. 

A significant new development is the 
fact that renting in of land is no longer 
confined to the landless and the small 
holders, The Agricultural Census 1976- 
77 showed thal, in some States, among 
the operational holdings which were 
partly owned and partly leased in, 
substantial holdings (for example, those 
larger than twice the average holdings 
in the State) accounted for a 
considerable proportion of the total area 
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taken on rent. This suggests that a 
class of substantial owners has begun 
to emerge, who were able to raise 
sufficient funds to further expand their 
scale of cultivation by renting in land 
and employing hired workers. They 
were, obviously, the rising class of 
capitalist farmers, 


Consolidation of Holdings 


Agricultural holdings in India are not only 
small but are also fragmented, that is, they 
consist of tiny plots scattered all over the 
village instead of being in one compact 
block. The: most important cause of 
fragmentation is that when, at the death of 
an owner, the land. is divided among his 
successors, all of them want a share in each 
plot of this land. Transfer of land by way of 
mortgage, sale or gift is another important 
cause of fragmentation of holdings. 
Fragmentation of holdings comes in the 
way of agricultural development in several 
ways. Construction of irrigation facilities, 
levelling, terracing, bunding and fencing of 
land, improvement of soil and cultivation, 
protection against stray cattle and pests, 
and use of agricultural machinery and 


improved equipment become more difficult 


when the holding is split up into tiny plots. 
A considerable proportion of land is wasted 
in boundaries and hedges. Much time is 
wasted in moving from one plot to another. 
Disputes about boundaries of small plots 
lead to litigation or even violent clashes. 

The remedy for this problem has been 
Sought in consolidation of holdings. This 
means that all the plots of ‘a landholder, 
situated in different parts of the village, 
are brought together in one or two compact 
blocks. This is done by first pooling all land 
in the village and thén dividing it among 
the land-owners in such a way that they 
receive compact blocks. For this purpose 
all land is reduced, on the basis of its 
quality and situation, to a standard grade. 
Every owner gets, out of the common pool, 
land in proportion to that contributed by 
him in terms of the standard grade. 
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In the country as a whole, by the end 
of 1984-85, 15 States had enacted laws on 
consolidation of holdings and 51.8 million 
hectares of land, that is close to one-third 
of the total cultivable area, had been 
consolidated. By then the work of conso- 
lidation of holdings had been completed in 
Punjab and Haryana and was nearing 
completion in Uttar Pradesh, Bihar, 
Gujarat, Himachal Pradesh, Jammu and 
Kashmir and Karnataka. Madhya Pradesh 
and Orissa had also started consolidation 
operations. In the other States a noticeable 
beginning had yet to be made. In Punjab 
and Haryana legislation provided for 
compulsory consolidation. In some States 
like Gujarat, Madhya Pradesh and West 
Bengal, the law provides for consolidation 
only on a voluntary basis. 

The slow progress of consolidation of 
holdings over large parts of the country is 
accounted for by several factors. (i) The 
land-owners are greatly attached to their 
ancestral plots and are reluctant to 
exchange them for others. The progress on 
a voluntary basis is, therefore, very slow. 
(ii) Those owning better quality of land 
hesitate out of fear that they may end up 
by getting inferior land. (iii) Officials engaged 
in consolidation are often oppressive and 
corrupt. Small owners who are unable to 
‘take care’ of these officials are afraid that 
they may not get a fair deal at their hands. 
(iv) Land-owners sometimes make use of 
the consolidation process to get rid of 
inconvenient tenants. 

Consolidation does not affect the 
pattern of ownership of land. An owner gets, 
in one or two compact blocks, only as much 
land as he previously held in scattered 
plots. This reform thus provides no solution 
to the problem of landlessness or of small 
holdings. The larger the holding, the greater 
is the gain to the land-owner. In the case 
of large or even middle-sized holdings, 
consolidation creates favourable conditions 
not only for on-farm investment but also 
for capitalist farming, that is, for cultivation 
on a substantial scale employing hired 
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agricultural workers. In fact, the trends 
towards capitalist farming and emergence 
of a powerful class of substantial farmers 
are nowhere so pronounced as in the States 
like Punjab and Haryana and areas (of west 
Uttar Pradesh) where consolidation has 
made the greatest progress. 


Growth of Private Capitalist 
Enterprise 


It was: pointed out in Chapter 2 that,. by 
the close of the British period, Indian 
capitalist enterprise had made considerable 
progress. In particular during World War II 
the Indian businessmen greatly added to 
‘their financial strength. Independence 
removed a major check on the growth of 
Indian. capitalist enterprise. The colonial 
administration had given it a step-motherly 
treatment but the new State was well 
disposed to it. Since Independence several 
factors have tended to make the 
environment much more favourable to the 
growth of Indian capitalist enterprise than 
was the case under British rule. These 
factors are mentioned below. 


Political Security and Stability 


India has enjoyed a high degree of external 
security and internal stability. The country 
has successfully defended itself against 
external threats. Separatist forces have 
been kept under check. Unlike many other 
newly independent countries India has 
enjoyed, most of the time, a high degree of 
political stability. This has provided 
favourable conditions for capitalist 
development. 


Creation of a Unified Market 


As a result of the integration of the former 
Princely States. with the rest of India, 
unified market covering a vast population 
has come into beihg. This has created 
particularly favourable conditions for the 
growth of trade and industrial enterprise. 
Few modern industries are now held back 
because of insufficient domestic market. 
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The fact that Indian industry now has 
unhindered access to the vast and varied 
raw material resources of a huge country 
has further improved its growth 
possibilities. 


Decline of Feudal Practices in Agriculture 


As explained above, the abolition of 
intermediary rights was a serious blow to 
feudal classes and practices and an 
encouragement to the growth of capitalist 
enterprise. In certain regions where. 
holdings have been consolidated, 
substantial farmers employing hired 
workers have appeared. They generally 
adopted more advanced farm practices. 
This has had a favourable impact on the 
growth of agricultural. production and on 
the availability of surplus agricultural 
produce for feeding the urban and other 
non-agricultural population and for meeting 
the raw material requirements of light 


_ industry. The areas where the new trends 


are particularly strong — Punjab, Haryana, 
western Uttar Pradesh, coastal Andhra 
etc. — have made substantial advances in 
agricultural production and in generating 
marketable surpluses of foodgrains and 
other farm produce. This progress has 
supported the development of industry, 
trade and other activities by providing food 
and raw materials as weil as expanding 
the rural market for industrial products 
and modern services, If the new trends had 
been as strong elsewhere also, the 
development opportunities for the non- 
agricultural sector of the economy would 
have been much better. 


Protection against Foreign Competition 


It may be recalled that under British rule 
Indian enterprise had, after a long struggle, 
won very limited and selective protection 
against foreign competition in the form of 
the policy of discriminating-protection. Even 
then the competition of imports from the 
industrially advanced countries remained 
a serious problem for it, except during 
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World War II. After Independence, Indian 
enterprise has been fully protected against 
foreign competition. High import duties, 
restrictions on the quantity of imports, and 
exchange controls have ensured it.a highly 
sheltered market. This, of course, has been 
at the cost of consumers who have often 
been obliged to pay much higher prices for 
manufactured goods than those prevailing 
in advanced countries. In fact, in several 
cases, the degree of protection has been 
excessive, with the result that inefficient 
high-cost units and lines of production have 
come into being. The modest freeing of 
imports gradually undertaken since 1980- 
81 had not greatly changed the basic post- 
Independence position in this respect up 
to 1991 and India remained a highly 
protected market. However, under the New 
Economic Policy introduced since mid- 
1991, imports are being increasingly freed 
by doing away with quantitative restrictions 
on these and bringing down the import 
duties. Yet there is a long way to go in that 
direction. 


State Assistance to Private Enterprise 


The State has rendered all-round assistance 
to private enterprise. A variety of financial 
institutions, including special institutions 
for providing long-term finance, have been 
created by the State or by its 
encouragement in the private sector. These 
institutions meet the requirements of the 
private sector with regard to long-term 
‘loans, participation in capital, and 
guarantees of various sorts. A greatly 
expanded commercial banking system 
takes care of the needs for short-term 
credit. Important fiscal concessions have 
been granted. These include tax holidays 
(that ts, no tax liability for an initial period), 
tax exemptions, extra deductions. from 
income (on account of -depreciation 
Provision and other considerations) to arrive 
at the taxable income, and the like. 
Extensive arrangements have been made 
to provide technical guidance . and 
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assistance to businessmen. Where 
necessary, the State has entered into 
partnership with private business to set 
up joint enterprises. 


Impact of the Public Sector 


In the first four decades since the adoption 
of planning (early 1950s) there has been a 
remarkable growth of public (as 
distinguished from private) enterprise. As 
a whole, this development has had a 
favourable impact on the growth of the 
private sector. In most cases, the activities 
taken up for development in the public or 
State sector have been such as were 
necessary for promoting the overall 
development of the economy, including the 
private sector, but were beyond the 
competence of private enterprise, or were 
not profitable enough to attract it. By 
undertaking such activities in the public 
sector an essential requirement has been 
met. The development of electricity, mineral 
and water resources, transport and 
communications, education and training, 
and production of coal, iron and steel, non- 
ferrous metals, heavy machinery, basic 
chemicals, fertilisers, essential drugs, 
newsprint, etc., in the public sector has 
been to the advantage of the private sector. 
So have also been the public sector 
activities in the field of exploration of natural 
resources and scientific research and 
extension. In some areas, the public sector 
has taken pioneering risks, thus blazing 
the trail for the private sector. 


Indianisation of Foreign Enterprises 


Under the Foreign Exchange Regulation Act 
(FERA) the foreign equity holding in 
enterprises located in India was limited, as 
a rule, to 40 per cent, so that the foreign 
owners were reduced to a minority interest 
and the enterprise ceased to be a foreign 
enterprise and instead, became a part of 
the Indian private’ capitalist sector. 
Furthermore, by exercise of administrative 
pressure, foreign enterprises were made to 
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employ Indians in higher technical and 
management posts, and to let Indians have 
a growing, and, after the enactment of 
FERA, as ‘@ rule. the majority, share in 
ownership. The foreign enterprises were 
thus increasingly transformed into Indian 
enterprises. However, under the New 
Economic Policy, this process has been 
stopped. In fact, under the New Policy, 
foreign capital has been allowed 51 per cent 
and, in a few cases, even 100 per cent 
interest in the new enterprises. 

The factors listed above have resulted 
in an unprecedented quantitative and 
qualitative growth of the private capitalist 
sector in the post-Independence period. 
This is indicated by the following 
developments. 


l. An enormous increase in the number 
and paid-up capital of private joint 
stock companies. 

2. The emergence of very big private 
enterprises each with assets of Rs 25 
crores each, some even with assets 
running into several hundred crores. 

3. The emergence of a growing number of 
big business houses each controlling a 
large number of companies engaged in 
a wide range of activities, and their 
growing economic power and political 
influence. 

4. The growth in employment in the 
private organised sector’ to around 7.5 
million by 1987, in spite of 
nationalisation of many private 


enterprises like banks and cecal- 


enterprises employing large numbers 
of employees. 

5, The ever-widening range and variety of 
products manufactured by private 
enterprise including food products; 
textiles; paper; leather, rubber and 
plastic goods; basic chemicals, 

‘fertilisers, pesticides, petro-chemicals, 
man-made fibres and drugs and 
medicines; cement and refractories; 


? That is, in private sector establishments employing 10 or more persons 


* bonds carrying prescribed rates of interest 
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metal and nietal products; electrical 
and non-electrical machinéry; transport — 
and communication equipment; earth 
moving equipment; tractors, harvester 
combines and other. farm machinery; 
consumer electronics, control and 
measuring instruments, and computer 
systems; office machinery; modern 
household appliances; bearings; and 
„others. 
6. Several-fold increase in the funds raised 
by the non-government companies in 
the capital market as compared to the 
amounts raised in the 1950s. The non- 
government limited companies newly 
issued shares and debentures® for — 
Rs 4,202 crores in 1990 for raising 
funds at the market. 


The Indian private capitalist enterprise | 
has been growing since Independence as 
indeed never before. The New Economic 
Policy (1991) has thrown the doors wide 
open for further expansion of this sector, — 
nine of the seventeen industries previously 
reserved for the public sector have been — 
thrown open to the private sector. Indeed, 
the general approach is, in the words of 
the Finance Minister, to roll back the public 
sector investment from those sectors of the 
economy where private sector could move 
in. The private sector could look forward to 
a bright future. 


Growth of the Public Sector: 


The British, inspite of their extreme — 
opposition to public (State) enterprise, were 
obliged to undertake certain economic 
activities in the public sector. These were, 
however, limited to essential support 
facilities for the maintenance and. continued 
growth of the economy and for the country’s 
defence such as railway transport, railway y 
workshops, ordinance factories, irrigation 
works, electricity projects, and education — 
and training institutions. Indian public 
opinion, however, had always considered 
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this too narrow an approach. It was felt 
that in a country where development had 
been held back, the State had to play an 
active role in promoting development. If 
certain activities which were essential for 
the development of the economy, were 
beyond the capacity of private enterprise 
or, being insufficiently profitable, were 
unattractive to it, the State must shoulder 
the responsibility for developing these. In 
certain fields where the amount of 
investment and the scale of operation is 
very large, private enterprise would 
necessarily mean concentration of economic 
power. This can be kept in check by reser- 
ving these activities for the public sector. 
In order to ensure proper implementation 
of the development plans, it was considered 
necessary for the public sector to control 
certain key points in the economy, such as 
the financial institutions for collecting 
savings of millions of individuals and 
organisations and making these available 
for investment. When closure of sick mills 
threatened to create scarcities and 
unemployment, the public sector took these 
over with a view to restoring them to health. 
Finally, in important cases like oil refineries, 
gold mines, etc., nationalisation was 
considered the only appropriate course to 
bring these under Indian ownership and 
control. 

Considerations such as these led to a 
large expansion of the public sector. By 
the close of the 1980s, it included, besides 
traditional fields, the major banks and 
financial institutions, electricity underta- 
kings, shipping, civil aviation, bus services, 
and big enterprises in important modern 
industries such as iron and steel, non- 
ferrous metals, heavy machine-building, 
light engineering, electronics, petroleum and 
petro-chemicals, basic chemicals, fertilisers, 
pharmaceuticals, cement, cotton textiles 
and newsprint. Most of these units were 
under the Central Government. The growth 
of investment in the Central undertakings 
by way of contribution to share capital and 
long-term loans from Rs 29 crores in 
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five companies at the end of 1950-52 to 
Rs 71,299 crores in 231 companies at the 
end of 1987-88 was a good indicator of the - 
expansion of the public sector during the 
post-Independence period. In addition, the 
Central Government had made large 
investments in departmentally run underta- 
kings. As on 31 March 1991 the Central 
Government capital investment and loans 
to the Railways stood at Rs 16,660 crores. 
The State Electricity Boards (SEBs) had 
made large investments in generation, 
transmission and distribution of electricity. 
They financed these mainly by borrowings 
from the State Government. These stood at 
Rs 23,347 crores as on 31 March 1989. 
The investments of the State Governments 
in statutory corporations and government 
companies on the same date were estimated 
at Rs 5,614 crores, The States also made 
large investments in commercial irrigation. 
Including the pre-plan period, the total 
investment in major and medium irrigation 
projects was estimated at Rs 3,016 crores 
by the end of March 1989. 

Another indicator of the public sector 
growth was the fact that employment in 
this sector, excluding community, social 
and personal services, increased from 3.3 
million in March 1961 to 9.7 million in 
March 1989, and the gross domestic 
product generated by public enterprises at 
1980-81 prices had increased to Rs. 28,831 
crores in 1988-89, 

Public sector enterprises other than 
basic support facilities (railways, postal 
services, irrigation etc.) were organised for 
the most part as statutory corporations 
(established. by a special Act of the 
legislature) and companies (established 
under the Indian Companies Act). The 
telephone services in Bombay and Delhi 
and the overseas communication services 
which were earlier run by the Central 
Government directly were converted into 
companies. The corporate form of 
organisation made it easy, if at any stage 
public policy so desired, to transfer a part 
or whole of the ownership of these 
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enterprises to private hands. This could be 
done by offering a part or whole of the 
share capital for sale at whatever prices it 
might fetch or otherwise as done in 1991. 
This is being done since 1991 under the 
New Economic Policy. 


New Economic Policy and the 
Public Sector 


The New Economic Policy (1991-92) has 
assigned the public sector a very different 
role from that given to it previously. It seeks. 
to roll back the public investment from 
sectors where the private sector could move 
in. The public sector will have a role only 
in the area of support facilities (as energy, 
transport, communications and irrigation) 
where private sector might not be 
forthcoming to an adequate extent within a 
reasonable time. When the situation 
changes in this respect, the public sector 
will be withdrawn from these sectors also 
to the extent the private sector is 
forthcoming on reasonable terms. The 
public sector will also have a role in the 
development of land, forests, water 
resources, science and technology and 
environment, population control, education 
and health. The public enterprises are to 
price their output on commercial 
principles.” Clearly, under the New 
Economic Policy, the public sector will have 
a greatly diminished role, particularly in 
profit-making activities and will be largely 
limited to social sectors and non-profit- 
making activities unattractive to the private 


sector. The Government has justified this . 


-drastic change in its policy on the grounds 
that, on the whole, the public sector has 
shown unsatisfactory performance and has 
made inefficient use of the enormous 
resources put at its disposal, 


Growth of the Term-Financing 
Institutional Structure 


Business activities require funds for short 


° Economic Survey 1991-92, Part II, p.19 
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as well as long periods. The money that a 
producer spends on the purchase of raw 
materials, fuel, power, payment of wages, 
etc. is recovered on the sale of the output. 
He, ‘therefore, needs the money only for 
the period taken up by the production 
process, which is usually a rather short 
period. On the other hand, the money that 
he invests in the purchase of land for the 
factory, the construction of the factory 
building and the purchase and installation 
of machinery is recovered over the useful 
life of the building and the machinery, that 
is, over a long period. The money for 
investment in these’ is therefore required 
for a long period: Few businessmen have 
enough funds of their own to meet both 
these requirements fully. The traditional 
method to raise the balance amount was 
to borrow it from friends and relatives and 
from the money-lenders. With the funds: 
ralsed this way only small business units 
could be set up. The commercial banks set 
up. in the colonial period limited themselves 
to financing the short-term requirements 
of businessmen. Since they ‘had obtained 
funds from! the depositors for relatively 
short periods, they thought it unsafe. to 
lend this money to businessmen for long 
periods. The provision of short-term funds 
still remains the primary function of the 
commercial banks. Before Independence 
there were no institutions that would take 
up the responsibility for meeting the 
requirements of businessmen for long-term 
funds. This tended to slow down the 
country’s economic development by making 
it very difficult to set up large-scale 
units, particularly in the activities where 
investment in plant and equipment 
could be recovered only over a period of 
many years. ° 


A major developnient since the country 
adopted planned development has been the 
setting up of a wide-ranging spectrum of 
term-financing institutions. These include: 
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1. The National Bank for Agriculture and 
Rural Development (NABARD); 

2. The Industrial Development Bank of 
India (IDBI), the Industrial Finance 
Corporation (IFC), the Industrial Credit 
and Investment Corporation of India 
(ICICI), the Industrial Reconstruction 
Bank (IRB), the State Financial 
Corporation (SFCs), the State Industrial 
Development Corporations (SIDCs), and 
the Small Industries Development Bank 
(SIDB); 

3. The Unit Trust of India (UTI), and the 
SBI, the Canbank and other Mutual 
Funds; 

4. The Life Insurance Corporation (LIC), 
the General Insurance Corporation 
(GIC) and its subsidiaries and the Non- 
Government Provident Funds; 

5. The Rural Electrification Corporation 
(REC) and the Power Finance 
Corporation (PFC); . 

6. The Shipping Credit and Investment 
Company and the National Road 
Transport Development Financial 
Corporation; r 

7. The Housing and Urban Development 
Corporation (HUDCO), the (private 
sector) Housing Development Finance 
Corporation (HDFC), and the National 

_ Housing Bank; 

‘8. The National Film Development 
Corporation (NFDC); and 

9. The Scheduled Castes and Scheduled 
Tribes Finance and Development 
Corporation. 
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Besides, hundreds of private investment 
and finance companies have come into'being 
for undertaking’ tetm-financing. 


The above institutions are playing an 
increasingly important part in providing 
long-term finance for development 
purposes. For example, the IDBI, the IFC, 
the ICICI, the IRB, the LIC, the UTI and 
the GIC and its subsidiaries, the State 
Financial Corporations, the State Industrial 
Development Corporations, and the Small 
Industries Development Bank sanctioned 
Rs 20,033 crores and disbursed Rs 12,471 
crores of assistance in 1990-91 alone. The 
setting up of the term-financing institutions 
and the growing amount of financial 
assistance made available by them has filled 
a major gap in the supporting facilities for 
accelerated development of the economy, 

The four important institutional changes 
in the post-Independence period discussed 
above, namely, the land reform, the growth 
of private capitalist enterprise, the extension 
of the public sector and the creation of a 
wide-ranging structure of term-financing 
institutions, have made an important 
contribution to the creation of favourable 
conditions for accelerated growth of the 
economy. Some of the dead wood in society 
left behind by British colonial rule has been 
cut out, more vigorous growth elements have 
been introduced into the economy and some 
key gaps in the support system for 
development have been filled up. The result 
is a much more energetic economy than 


_that taken over from the British. 


EXERCISE 


1. Mention the steps taken since Independence for transformation of feudalism. 
2. Bring out the economic significance of integration of Princely States with the rest of 


India. 


3. Describe the abolition of intermediary tenures. What were the consequences of this 


reform ? 


4. Describe the measures aimed at in redistribution of land. How far have these been a 


success ? 


5. Mention the important consequences of continued highly unequal ownership of land. 
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8. 


9. 
10. 
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Why has consolidation of holdings been considered necessary? Describe its progress 
and the resulting benefits. 


Mention the factors that have promoted the growth of private capitalist enterprise. 
What are the principal indicators of this growth ? 


Describe the growth of the public sector since Independence. Why has this sector been 
given high priority in development ? 


How has the New Economic Policy 1991-92 affected the public sector ? 
Describe the growth of the term-financing institutions. 
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Growth of Investment and Saving 


IN NDIA, a large proportion of the labour 
force in unemployed or under-employed 
(partially employed). Those who have a job, 
or are working on their own account, 
generally have low productivity (output per 
person), and hence low earnings. 
Widespread unemployment and under- 
employment and low productivity .of 
employment are the basic causes of very 
low per capita GDP in India. 


Capital Formation, a Key in 
Economic Growth 


The most important reason why the country 
is unable to provide full employment, at a 
reasonable level of productivity to its labour 
force, is insufficient availability of real 
capita. The country just does not have 
enough arable land, agricultural machinery 
and equipment, productivity livestock, 
irrigation facilities, orchards, forestry and 
logging undertakings, fisheries, and fishing 
equipment, mines, factories, power stations, 
transport and communication facilities, 
construction equipment and projects, hotels 
and restaurants, etc., to employ those 
seeking work, fully and productively. The 
remedy lies in reclaiming and improving 
cultivable land; adding to the stock of farm 
Productive cattle, and construction 
machinery and equipment; creating new 
irrigation facilities, forestry and Iggging 
enterprises, and fisheries; planting 
orchards; constructing new mines, 
factories, power stations, transport and 


communication facilities, hotels arid 
restaurants, and commercial and 
residential buildings; in short, in creating 
or forming real capital in all its various 
forms. The process of creation or formation 
of real capital in various:forms is known as 
investment or capital formation. It is a key 
element in expanding opportunities for 
fuller and more productive employment of 
the labour force, thus bringing about 
sustained economic growth. 


Gross Capital Formation by 
Type.of Assets 


Gross Capital formation involves (a) gross 
fixed capital formation, and (b) increase in 
stocks. The items included in each category 
are given below. 


Gross Fixed Capital formation includes 


1. Construction, which covers the 
following: 
(i) construction of (a) residential and 
(b) non-residential buildings; 
(ii) other construction; and 
(iii) land improvement and development 
of plantation and orchards. 


2. Acquisition or installation of machinery 
and equipment including transport 
equipment, machinery and’ other 
equipment. 


3. Addition to breeding stocks, draught 
animals, dairy cattle and other 
livestock. 


In the estimates of gross fixed capital 
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formation by type of assets issued by the 
Central Statistical Organisation (CSO), item 
(3) above is included in item (2). As a result 
only a two-fold classification of assets is, 
given, that into construction and machinery 
and equipment. 

Increase in stocks refers to the stocks 
of the following held by the producer 
traders and the government: 


ü Materials and supplies (that is, raw 
materials and stores). 

(ii) Work-in-progress other than cons- 

truction work .(that is, goods in the 

process of being manufactured). 

Finished goods. 

Stocks of strategic materials and other 

important commodities like foodgrains 

held by the government. 

(v) Livestock except breeding stock, 
draught animals, dairy cattle and other 
productive stock (in other words, mainly 
young stock). 


Financing of Capital Formation 


Gross capital formation is financed by, and 
hence should be equal to, the aggregate of 
gross domestic saving and the net inflow of 
foreign funds. Saving is income plus net 
current transfers from abroad! not spent 
on final consumption, that is, food, clothing, 
shoes, utensils, bicycles and other goods 
and services bought, not for use in further 
production of goods and services but for 
final use. Gross domestic: saving is, then, 
gross domestic product plus net income 
froin abroad plus net current transfers from 
abroad’ less private and government final 
consumption. Net inflow of funds from 
abroad is the net receipts of funds from 
abroad as (i) capital transfers (that is, 
foreign grants for capital formation), and 
(ii) net borrowing from abroad. If the 
estimated gross capital formation does not 
exactly match the sum of the estimated 
gross domestic saving and net flow of 
foreign funds to the economy, there must 


(iii) 
(iv) 
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have been some errors and omissions in 
making these estimates. Accordingly, in the 
estimates of gross capital formation by 
type of assets issued by the CSO the 
estimated gross domestic saving plus net 
inflow of funds minus gross capital 
formation is shown as errors and omitions. 
The large amount of errors and omissions 
shown in the CSO estimates of gross capital 
formation at 1980-81 prices have made the 
relative importance of its different 
components somewhat less clear. These 
estimates show that over the period 1980- 
81 to 1990-91, on the average, gross fixed 
capital formation has contributed 89.8 per 
cent and increase in stocks 10.2 per cent of 
the gross capital formation. There have been 
large annual variations around this average 
but no trend in the relative contribution of 
the two is observed in this ‘period: 


Gross Fixed Capital Formation by 
Type of Assets 


On the other hand, the make-up of gross 
fixed capital formation shows a definite 
trend. The proportion of machinery and 
equipment in it has been rising while that 
of construction has been declining. The 
period of the Annual Plan 1966-69 was the 
only exception in this respect. In the First 
Plan period (1951-56) construction was the 
predominant component of gross fixed 
capital formation with a share of 61.6 per 
cent as against the close to 38.4 per cent 
share of machinery and equipment. Ever 
since, with the exception of the period of 
Annual Plan (1966-69), the proportion of 
machinery and equipment in gross fixed 
capital formation has risen from one Plan 
period to the other. In the Seventh Plan 
period (1985-90), it was as high as 52.1 
per cent. The country is now moving 
towards the relative proportion between — 
construction and machinery and equipment 
typical of the gross fixed capital formation — 
in the advanced countries. 


that is, foreign grants for final consumption and other current purposes instead of for capital formation 
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On account of the rising proportion of 
machinery and equipment in gross fixed 
capital formation, the demand for the 
former has been rising faster than the 
growth of the latter. Besides machinery 
components are also required as spares 
for repair and maintenance purposes. For 
meeting the growing requirements of 
machinery and equipment, while avoiding 
undue dependence on imports, rapid 
development of the machine-building 
industry became all the more urgent. 
Manufacture of machinery and equipment 
has, indeed, made considerable progress 
in the country during the last 35 years but 
not as much as required. As a result 
machinery and equipment was from 1986- 
87 to 1989-90 the biggest item of imports, 
exceeding even the oil imports. It was only 
in 1990-91 that the oil imports once again 
exceeded the machinery imports. 


Rate of Capital Formation 


The rate of capital formation may be 
measured by the ratio of gross capital 
formation to the gross domestic product at 
market prices (GDP). Thus defined, the rate 
of capital formation indicates the proportion 
of GDP which is applied to its own growth. 
A high rate of capital formation is an 
essential, though not a sufficient, condition 
for a high growth rate of output. Following 
the adoption of planned development in the 
early 1950s, the rate of capital formation 
Showed a rising long-term trend up to the 
late 1970s. It went up, at 1980-81 prices, 
from 14.7 per cent in 1950-51 to the peak 
level of 23.6 per cent in 1978-79. During 
this period, while there were set-backs in 
the rate of capital formation from time to 
time, the long-term trend was upwards. A 
decline in the rate .of capital formation in 
some years was reversed before long and it 
rose to higher than the previous peak level. 
From 1980-81 to 1987-88, however, the 
rate of capital formation showed small up 
and down movements around a somewhat 
lower level than that achieved in 1978-79. 
The high rate achieved in 1978-79 has been 
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exceeded only since 1988-89. ‘The average 
rate during the Seventh Plan period (1985- 
90) was close to 23 per cent. The 
improvement by the late 1970s in the rate 
of capital formation to the levels commonly 
observed in the advanced countries was a 
noteworthy achievement of Indian planning, 


Incremental Capital-Output 
Ratio (ICOR) 


Capital formation creates new and better 
production facilities and enlarges and 
improves the existing ones. This creates 
opportunities for larger and more 
productive employment of the working 
population. As a result, the gross domestic 
product of the economy (GDP) grows. The 
relationship between the gross capital 
formation and the related increase in GDP 
is expressed as the incremental capital- 
output ratio (ICOR). The term may be defined 
as the ratio of gross capital formation in a 


` period to the related increase in GDP. 


The ICOR is an overall measure of the 
efficiency with which incremental or 
additional capital (that is, real investment) 
is being used to bring about a rise in output 
or GDP. It depends on several factors 
including the following: 

l. The extent to which increased 
production is being secured by fuller 
employment of the working population 
rather than by additional capital 
investment. 

2. The time taken in completing projects 
and putting these into production. 

3. The extent to which the created pro- 
duction capacity is being utilised fully. 

4. The standard of education, health and 
skill of the labour force and how keen 
they are to work efficiently. 

5. The productive efficiency of the 
machinery and the production methods 
employed. 

6. Proper choice and location of projects. 

7. The quality of management of the 
production units and the economy as 
a whole. 

The lower the ICOR, the lower is the 


82 


rate of gross capital formation required to 
secure a particular growth rate of GDP. A 
major weakness of the development process 
in this country has been the unduly high 
ICOR since the Second Plan. Taking both 
the gross capital formation and the GDP at 
1980-81 prices, the ICOR for the 20-year 
period 1971-91 works out to 5.31—for the 
ten-year period 1971-81, 7.72; and for the 
ten-year period 1981-91, 4.44. A part of 
the explanation lies in the fact that India 
has been, since the Second Plan, in a 
capital intensive phase of development 
where a large proportion of capital 
formation is directed to projects in areas 
with an inevitably high ICOR such as 
irrigation, drainage and flood control; soil 
conversation and afforestation; development 
of energy resources, in particular electricity, 
coal and petroleum; metallurgical, heavy 
engineering and heavy chemical industries; 
transport and communications; and 
housing, water supply and sanitation. The 
frequent set-backs to agricultural 
production because of erratic monsoons 
and their widespread repercussions on the 
other sectors of the economy have also 
contributed to a high ICOR. 

Failures in planning, implementation 
and operation, particularly in the public 
sector, and in general economic 
management, have also contributed to a 


high ICOR. These include: (i) failure to make ` 


use of surplus labour in agriculture to save 
capital; (ii) faulty choice of projects, 
programmes, locations, techniques and 
foreign collaborators; (iii) excess construction 
costs due, among others, to delays, 
mismanagement and corruption in the 
implementation of projects; (iv) higher cost 
of machinery, equipment and services 
imported under tied assistance (that' is, 
assistance which can be used for purchases 
only in a particular country or for a 
particular purpose); (v) heavy indirect taxes 
(custom and excise duties and sales tax) 
on machinery, equipment and building 


materials; (vi) imbalances in the economy ` 


that are reflected in shortages of inputs or 


unit cost in large-scale operation); (ix) 
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of demand in certain areas of the economy 
and result in under-utilisation of capacity, 
(vii) weaknesses in the infrastructure, in 
particular, shortage of electricity, coal and 
railway transport, which hamper growth of 
production; (viii) inadequate exploitation of 
economies of scale (that is, of lower per 


irrational policy of indiscriminate preference 
and support to the tiny and small-scale 
sector vis-a-vis the large-scale sector; (x) 
insufficient attention to research and 
technological improvement aimed at 
economies in capital costs, wage costs and 
costs of material input (raw materials, fuel, 
electricity, water transport and 
communication services, etc.) per unit of | 
output; (xi) non-professional, inefficient and 
unscrupulous managements and out-of- 
date management techniques; and (xii) 
unsatisfactory industrial relations resulting 
in poor motivation (production enthusiasm) 
of workers and the technical staff, go-slow — 
and work stoppages. 


A Two-fold Task 


In order to secure a more adequate growth | 
rate of GDP, the country will need to — 
accomplish a two-fold task. The rate of — 
capital formation, as defined above, must 
be raised to a high enough level, say, 27- 
28 per cent. It is as important to lower the 
incremental capital-output ratio through an 
efficient use of investment. This will involve, 
first and foremost, a big effort to make use 
of the country’s vast manpower resources. _ 
Other measures for the purpose will include 
speeding up of implementation of projects; 

fuller utilisation of the available production: 

capacity in different sectors; improvement í 
in the quality of the work ‘force by 

improvement in the standard of health. 

nutrition, education and technical training, 

and the environment for living and working 

of the work-force; establishment of more i, 
cooperative relations between the workers 
and the management to enthuse the 
workers for efficient work; proper choice of 
Products, location of projects and 
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production methods; and improvement in 
the management of individual units and 
the economy as a whole. Progress towards 
a lower ICOR, by bringing about a higher 
growth rate of GDP, will also facilitate the 
required further rise in the rate of capital 
formation. When incomes are rising faster, 
it is easier to save and invest a higher 
proportion of these. 


Financing of Gross Domestic 
Capital Formation 


The sources of finance for gross domestic 
capital formation are (i) Bross domestic 
saving, and (ii) net draft on foreign saving?. 
Gross domestic saving is made up of 
(i) consumption. of fixed capital; and 
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(ii) net domestic saving. Drawal on foreign ° 
saving includes (i) capital transfers from 
the rest of the world, and (ii) net borrowings 
from abroad. The complete financing data 
are available only at current prices and 
not at 1980-81 prices. The percentage con- 
tribution of different sources to the total 
financial resources for gross capital 
formation at current prices over the period 
1951-90 is given in Table 8.1. 

Table 8.1 indicates that the contribution 
of different sources to the financing of gross 
domestic capital formation has varied with 
different Plan periods. The variations 
in the relative contribution of gross 
domestic saving and the net inflow of 
funds from the rest of the world are of 


TABLE 8.1 


Financing of Gross Domestic Capital Formation 


Plan Period Gross Gross Domestic Saving 
Domestic from the Rest of the 
Capital World ` 
Form- Total Consum- Net Total Capital Net 
ation ption Domestic Trans- Borro- 
Fixed Saving Jers wing _ 
is TA N E ape AE a E A E Stef 
First Plan 100.0 96.5 48.4 48.1 3.5 2.0 1.5 
1951-56 
Second Plan 100.0 81.0 41.2 39.8 19.0 1.9 17.1 
1956-61 
Third Plan 100.0 85.5 43.0 42.5 14.5 2.2 12.3 
1961-66 
Annual Plans 100.0 86.3 43.8 42.5 13.7 0.8 12.9 
1966-69 
Fourth Plan 100.0 95.6 42.0 53.6 4.4 4.6 -0.2 
1969-74 
Fifth Plan 100.0 ‘ 102.4 39.5 62.9 -2.4 1.1 >35 
1974-79 ` 
e ar E 


* that is, net utilisation of foreign funds , 


{as percentage to total) 
Net Inflow of Funds 
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1 : 2 3 4 5 6 7 8 
Annual Plan 100.0 97.7 40.7 57.0 2.3 1.3 1.0 
1979-80 
Sixth Plan 100.0 93.3 43.1 50.2 6.7 0.9 5.8 
1980-85 
Total 100.0 95.0 42.1 52.9 5.0 1.4 3.6 
1951-85 
Seventh Plan 100.0 89.4 44.9 44.4 10.6 — — 
1985-90 


particular significance as the latter 
indicates the extent of the country’s 
dependence on the outside world for 
financing its gross capital formatiori. This 
dependence was only 3.5 per cent in the 
First Plan, which was essentially aimed at 
making up the damage to the economy 
suffered during World War II (1939-45) and 
the Partition of the country (1947). The 
Second Plan marked the country’s tum 
towards industrialisation and provided for 
construction of three major steel plants and 
some other important projects. Since the 
country had very little machine-making 
capacity at the time, largé imports of plant 
and equipment and construction and other 
materials became necessary to implement 
these key projects. For financing these 
imports the country -was obliged to 
supplement its limited foreign exchange 
resources by funds secured from the rest 
of the world. As a result the dependence 
on foreign funds shot up to the peak level 
of 19 per cent in this Plan period and gross 
domestic saving financed only 81 per cent 
of the total gross capital formation. Over 
the following three Plan periods there was 
a progressive decline in dependence on net 
inflow of funds from the rest of the world 
and the contribution of gross domestic 
saving improved correspondingly. The Fifth 
Plan period has been unlike any other in 
the post-Independence evolution of the 
economy. On account of the large foreign 
exchange remittances by Indians working 
abroad in the Gulf countries and elsewhere, 


the country was surplus in foreign exchange 
as well as total resources. The gross 
domestic saving exceeded the amount 
required to finance the gross capital 
formation by 2.4 per cent of the latter. 
There was accordingly a net outflow of 
funds to the rest of the world. Thereafter 
the gross domestic saving again fell short 
of the amount required for financing gross 
domestic capital formation and there was 
a positive net inflow of funds from the rest 
of the world.,The dependence on foreign 
funds, indeed, has grown ever since in the 
successive Plan periods. It was around 10.6 
per tent in the Seventh Plan. At this level 
it is twice as high as the average percentage 
dependence observed over the 35-year 
period 1951-85. 

The individual sources of finance for 
gross capital formation are discussed below. 


Consumption of Fixed Capital 


All production activities which employ fixed 
capital (machinery and equipment, 
buildings and other structures), necessarily 
involve wear and tear of these assets. 
Capital goods have also to be discarded 
and scrapped when, with availability of new 
techniques and processes, these become 
out-of-date. The consumption of fixed 
capital refers to such wear and tear and 
obsolescence of durable capital goods. In 
arriving at the net value-added in 
production, the consumption of fixed capital 
is deducted from the gross value-added. 
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The amount so deducted is considered to 
be available for financing the acquisition of 
new assets. The loss of production capacity 
through wear and tear and obsolescence 
of existing fixed assets is thus made up by 
acquiring new ones to replace them. Table 
8.1 shows that consumption of fixed capital 
financed 42.1 per cent of the total gross 
capital formation over the 35-year period 
1951-85. During the Seventh Plan period, 
this percentage rose to 44.9. 


Net Domestic Saving 


Income that is wholly available to a country 
for financing final consumption expenditure 
and for saving is termed national 
disposable income. To the extent that 
national disposable income is not spent on 
final consumption but saved, it is available 
for financing capital formation. 

The rate of net domestic saving rose 
from a mere 6.3 per cent of net domestic 
product at market prices (NDP) to the peak 
level of 16.4 per-cent in 1978-79. The 
gradual rise in the rate of net domestic 
saving enabled the country to bring down 
the net inflow of funds from 19.0 per cent 
of gross capital formation in the Second 
Plan (1956-61) to a negative inflow (that is 


outflow) of 3.5 per cent of gross capital . 


formation in the Fifth Plan (1974-79). 
Throughout the 1980s, the rate of net 
saving has fallen considerably below the 
1978-79 level and has never been higher 
than 13.6 per cent. In 1986-87, it was as 
low as 9.1 per cent. As a result net saving 
has contributed a declining percentage of 
total resources for financing gross domestic 
formation, from 62.9 per cent in the Fifth 
Plan to 44.4 per cent in the Seventh Plan 
and the net inflow of funds has risen 
Steadily since the Fifth Plan period, rising 
to 10.6 per cent in the Seventh Plan. The 
net inflow of funds, it may be pointed out, 
Measures the extent of the country’s net 
dependence on the rest of the world for 
financing its gross capital formation. 

The decline in the rate of net domestic 
Saving has occurred in spite of some 
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improvement in the rate of household 
saving. The principal factor for this decline 
has been the collapse of government saving 
in the 1980s. From 1982-83 to 1988-89 the 
net saving of government (that is, 
administrative department and departmental 
enterprises taken together) has declined from 
a positive amount of Rs 366 crores to a 
negative amount of Rs 13,344 crores, a 
deterioration of Rs 13,700 crores over a 
period -of just six years. During 1989-90 
and 1990-91, it has declined further. The 
negative saving of government has to that 
extent, offset the positive net saving of the 
corporate and household sectors and 
brought down the overall rate of net saving. 

It is of the utmost importance to bring 
about a significant improvement in the net 
saving rate of the economy. The saving ratio 
of the household sector is already one of 
the highest in the world. Further major 
improvement in it is very unlikely. There is 
then no choice but to go all out towards 
raising the saving ratio of the government 
sector from a large negative percentage to 
a substantial positive percentage. This will 
call for major increases in the government 
disposable income mainly by raising its tax 
revenues and the income from property and 
enterprise and reducing the outlay on 
subsidies and other current transfers as 
well as rigorous curbs on the relatively 
inessential government final consumption 
expenditure. The second important step to 
the same purpose may be to promote 
effective measures for raising the disposable 
income/saving of the. public and private 
corporate sectors. Since the corporate sector 
has no final consumption, its net saving is 
equal to its net disposable income. 


Capital Transfers from the Rest 
of the World 


The Government of India receives each year, 
largely from official sources, development 
grants in cash or in kind. These add to the 
funds available to the government (and the 
country) for investment. The availability of 
funds ‘from this source depends on how 
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far foreign governments are willing to help 
India in her development efforts. 


Net Borrowing from the Rest 
of the World 


The term ‘net borrowing’ in this context is 
used in a somewhat wider sense. It refers 
to the excess of net incurrence of liabilities 
over the net acquisition of financial assets. 
When the Indian government, companies 
or households borrow from the rest of the 
world, or when foreign businessmen 
undertake investment in India, this country 
incurs foreign liabilities. When India repays 
her foreign debts, or when foreign capital 
is withdrawn, there is a decline in the 
country’s foreign liabilities. The difference 
between the two flows measures the net 
incurrence of foreign liabilities. On the other 
hand, when India builds up her foreign 
exchange reserves, or grants loans to some 
friendly countries, or Indian businessmen 
` undertake investments abroad, the country 
adds to its foreign Tinancial assets. The 
depletion of foreign exchange reserves, the 
repayments of Indian loans by foreign 
countries, and the repatriation home of 
Indian investments abroad reduce the 
country's foreign assets. The difference 
between the two flows gives the net 
acquisition of foreign financial assets. To 
the extent the net incurrence of foreign 
liabilities exceeds the net acquisition of 
foreign financial assets, there is an addition 
to the country’s available resources for 
invesiment. This excess measures the 
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country’s net borrowing from abroad. 
The financing of investment by net 
borrowing from the rest of the world makes 


. the country dependent on foreign countries 


and business interests. It also adds to the 
county’s external indebtedness. The 
country's debt to foreign governments, 
international financial institutions and 
foreign banks and firms has been showing 
a rapid rise in recent years. Inclusive of 
outstanding non-resident deposits, it stood 
at Rs 13,000 crores or $ 66.5 billion’ at the 
end of March 1991 and has continued to 
grow. The result is growing debt service 
burden. Foreigners earn and remit interest 


“and profits on their loans and investments 


in India. The loan amount itself has to be 
repaid in due course. The foreign investment 
may even be sold off and the proceeds 
repatriated. As a result of the outflow of 
foreign exchange on all these counts, the 
annual net inflow of foreign capital into India 
is already much below the gross inflow of 
such capital. If, for any reason, the gross 
inflow declines, the net inflow may become 
insignificant or even negative, thus landing 
the country in a difficult foreign exchange 
situation. For all these reasons, the country 
may resort to this source of finance only to 
the minimum extent necessary for adequate 
development and for a limited period. In the 
meantime vigorous efforts may be made to 
raise the rate of domestic saving and to 
improve the foreign exchange earnings so 
that before long the country is in a position 


largely to do away with net borrowing from 
the rest of the world. 


, EXERCISE 


1. Mention the components of gross capital formation by type of capital goods. Have there 
been any changes in their relative contribution to gross capital formation since 1950-51 ? 


2. Define the rate of capital formation. Give the main trends in the rate of capital formation 


since 1950-51. 


3 This excludes the value of outstanding foreign direct investment in India. 


GROWTH OF INVESTMENT AND SAVING 


. Has capital formation yjelded the expected increase in output in India? 

- Explain the incremental capital output ratio. Why has it been unduly high in India? 

. What are India’s principal tasks in relation to capital formation and capital utilisation? 
. Give the sources of finance for capital formation and indicate their relative importance 


since 1950-51. 


. Mention and explain the main changes in the rate of saving since 1950-51. 
- Should the rate of saving be further stepped up? If so, ‘how? 
. How is net borrowing from the rest of the world measured? Can India rely heavily on 


this source of funds for financing a rising rate of capital formation? 
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Foreign Trade and Payments 


THE country needs to import goods that it 
cannot produce at all, or in sufficient 
quantity or of the desired quality, or at a 
reasonable cost. The imports have to be 
paid for mainly by exports. The develop- 
ment of the economy since Independence 
has been marked, therefore, by large in- 
creases in the value of imports and 
exports. A part of the increase is accounted 
for by the rises in the unit value (price 
per unit) of exports and imports, the 
balance is due to the increases in the 
‘quantum (volume) of trade. There have 
been important changes in the composition 
(item-wise make-up) of trade as well as in 
` the relative importance of the countries 
which are India’s trading partners. ‘The 


more important of these developments are 
discussed below. 


Imports 
Composition 


The principal imports have been given in 
Appendix 9.1 to this chapter. Important 
developments relating to the composition 
of imports are mentioned below. 

There has been a very large increase 
in the import of capital goods, which include 
machinery, transport equipment and metal 
manufactures. The average annual value of 
imports has increased from Rs 137.5 crores 
in 1950-51 to Rs 6,625.2 crores in the 
Seventh Plan, and Rs 10,466 crores in 
1990-91 (Appendix 9.1). Apart from the 


Goods. The same is the case with the spare 


rise in the unit value of imports, which is 
a factor common to all imports, the 
increase in capital goods imports is thé 
results of several factors. (i) Capital goods 
are a component of gross fixed capita 
formation (that is, construction of factories 
mines, power stations, railway lines, radi 
and TV stations, etc.). The accelerate 
development of the economy since 1950- 
51 has been made possible, among othet 
factors, by the growing value of annual 
gross fixed capital formation, which 
increased from Rs 874 crores in 1950-51 
to Rs 1,16,868 crores in 1990-91 al 
current prices. Over the same period the 
has also been an increase in the machine 
and equipment component of gross fixed 
capital formation from 27.6 per cent 
56,3 per cent. The annual value of t 
component has increased from Rs 24 
crores in 1950-51 to Rs 65,794 crores in 
1990-91. (ii) Though, starting virtually fro 
scratch, substantial machine-buildi 
capacity has been created in the county 
Since Independence, domestic producti 
needs to be supplemented ve 
substantially by imports, particularly in 
case of the technologically more advan 
and efficient plant and equipment. (il) 
Many engineering units, particularly tho 
set up in the 1980s, meet a consideral 
Proportion of their requirements of parts) 
and components by imports. The 
imports are also included under capita 
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parts imported for purposes of repair and 
maintenance. of the installed machinery 
and equipment. (iv) A more liberal policy 
towards the import of capital goods 
has been adopted in the 1980s for 
promoting introduction of advanced 
products and methods of production, and 
modernisation of existing production 
facilities and improvement in their 
operational efficiency. 

The imports of steel and non-ferrous 
metals have shown very large increases. 
Steel is used in the construction industry 
and in the manufacture of engineering 
goods. The growth in these activities has 
meant a growing demand for steel. India 
has all the key natural resources needed 
for the production of steel — iron ore, coal, 
limestone, managanese, etc., except that 
some low ash coking coal needs to be 
imported to mix it with the high ash Indian 
coking coal — but the growth of steel 
output has not kept pace with the growing 
requirements. With the completion of the 
first stage of the three major iron and steel 
Projects undertaken in the Second Plan 
period, the imports fell to a low average 
annual level in the Third Plan (1961-66) 
and the Annual Plans (1966-69) periods. 
But there has been a rising trend, in 
imports ever since and their annual 
average has grown from Rs 96.8 crores in 
1966-69 to Rs 1,701 crores in the Seventh 
Plan. In 1990-91, the imports have been 
estimated at Rs 2,113 cores. Except for 
Some odd categories, imports can be very 
largely avoided by a more rapid and 
diversified development of the domestic 
steel industry. 

The growth of the engineering industry 
has also meant an expanding demand for 
non-ferrous metals — aluminium, copper, 
zinc, lead, tin, etc. India has large reserves 
of bauxite (the raw material for 
aluminium). This industry therefore, has 
a bright future. A substantial production 
Capacity has been created over the years. 
With the large increas» in output in the 
Seventh Plan period, the imports altogether 
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came to an end. Rather, the country began 
to export a considerable quantity of 
aluminium . The country may look forward 
to larger export surpluses in the future. 
In the case of other non-ferrous metals, 
India does not have enough ore reserves, 
particularly of high quality ores. Some 
reserves have indeed been discovered in 
recent years, but not in quantities that can 
make the country self-sufficient. 
Production of copper, zinc and lead has 
been growing, but not as fast as the 
growth in demand, thus necessitating large 
imports. No exploitable reserve of tin ore 
has yet been discovered. In the event, 
requirements have been met entirely by 
imports. 

India’s requirements of petroleum 
products have been growing fast. 
Economic development necessarily 
involves a growing demand for energy. 
India has extensive reserves of coal as well 
as a large hydro-power potential. In recent 
years large reserves of natural gas have 
been discovered. The failure to fully exploit 
these alternative sources of energy has 
resulted in a growing demand for 
petroleum products. In the early period of 
planned development the discovery and 
explotation of petroleum reserves picked 
up rather slowly. The country lacked the 
financial and technical resources for this 
activity and was reluctant to invite foreign 
oil companies to this key area. Moreover, 
these companies had propagated that the 
country had little oil reserves. In the 
event, oil exploration and exploitation was 
taken up in earnest only in the 1960s. 
Nevertheless, production rose to only 6.8 
million tonnes by 1970-71 and 10.5 
million tonnes by 1980-81. This was much 
short of the crude requirements of the 
refineries and the large deficit had to be 
met by imports. When in 1973-74 and 
again in 1979-80 the Organisation of 
Petroleum Exporting Countries (OPEC) 
greatly raised the petroleum price, the 
value of imports shot up. This lent further 
urgency to the discovery and exploitation 
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of oil reserves. There was sharp increase 
in crude output in the first half of the 
1980s mainly due to exploitation of the 
rich Bombay High reserves. Production 
rose from 10.5 million tonnes in 1980-81 
to 30.2 million tonnes in 1985-86. This 
helped to avoid a flare-up in the oil deficit, 
which would haye created unmanageable 
import requirements. Since no new rich oil 
fields were put into production in 1986-87 
and 1987-88, oil production showed little 
‘further rise and there was once again an 
increase in the oil deficit. The situation was 
saved by a sharp decline in world oil prices 
in 1986-87. Though the petroleum price 
has since recovered from the 1986-87 
levels, it is still much below the levels seen 
in the early 1980s. As a result, in spite 
of the enlarged oil deficit, the value of 
petroleum imports during the Seventh 
Plan averaged the Sixth Plan average. In 
1990-91, however, on account of the Gulf 
War and the consequent rise in the world 
prices of crude and petroleum products, 
the imports shot up to Rs 10,816 crores. 
It is no doubt going to be a continuous 
struggle for the foreseeable future to keep 
the oil deficit, and hence the oil imports, 
within a manageable level. 

In 1950-51, the country imported all 
but a fraction of its requirements of 
petroleum products. Since then a number 
of refineries have been set up and more 
are being added as required. The growth 
of domestic refining capacity has made the 
country substantially self-sufficient with 
regard to petroleum products. There, 
however, continues to be a substantial 
annual deficit in kerosene and diesel, 
which has to be-met by imports. Some 
imports of other petroleum products are 
also necessary occasionally. The deficit in 
petroleum products is besides the import 
requirements for crude. Efforts are being 
made to cut down this deficit to the 
minimum by developing increased 
domestic production of the concerned 
products, 

The most important import item under 
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chemical and allied products has been 
fertilisers. Agricultural development has 
been associated, particularly in recent 
years, with increasing use of fertilisers 
There are three basic types of fetilisers' 
nitrogenous, phosphatic and potassic. 
Since Independence, a number of modern 
nitrogenous and phosphatic fertilisers 
plants have been set up. but domestic 


output has been short of requirements al] — 


the time, thereby necessitating large 


imports. However, domestic production of — 


phosphatic fertilisers requires large imports 
of rock phosphate or phosphoric acid. 
The country’s known reserves of rock 
phosphate are limited and are generally of 
inferior grade. 

The requirements of potassic fertilisers 
are wholly met by imports as the country 
has no known potash reserves. 

The imports of fertilisers and fertiliser 
materials averaged Rs 1,115.2 crores in 
the Seventh Plan and shot up to Rs 1,766 
crores in 1990-91. 

In spite of the considerable progress 
in the development of the chemical and 
the petro-chemical industry, domestic 
output is short of demand in the case of 
a large number of items. The deficit has 
to be met by imports, In order to avoid 
unnecessary imports, the country needs to 
step up its efforts towards an all-round 
development of the chemical and petro- 
chemical industry, including basic 
chemicals and intermediates, fertilisers, 
plastics, synthetic rubber, man-made 
fibres, basic drugs and medicines and 
dyestuffs. 

Among light manufactures, the most 
important item is newsprint. The demand 
has been rising fast, but there have been 
problems and delays in setting up and 
commissioning domestic manufacturing 
capacity. This has necessitated large 
growing imports. These averaged Rs 275.2 
crores in the Seventh Plan and shot up t0 
Rs 456 crores in 1990-91. The country 
has considerable potential for the 
development of newsprint manufacture. A 
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-vigorous and sustained effort to realise this 
potential is an urgent necessity to restrain 
the rising import bill. 

Apart from the import of crude 
petroleum and fertiliser materials, the most 
important import item among minerals is 
sulphur, which is a raw material for 
several industries. The country has no 
known reserves of sulphur. 

Imports of pearls and precious and 
semi-precious stones have been necessary 
to support the rapidly gowing export of 
these items in a finished form since the 
early 1970s and particularly in the 1980s. 
Rough diamonds are imported, and cut 
and polished diamonds are exported. 
India’s gain is the value added in the 
process. The imports averaged Rs 2,405 
crores in the Seventh Plan period and rose 
to Rs 3,738 crores in 1990-91. 

A major import item since 
Independence has been foodgrains prima- 
rily wheat. The accelerated growth of 
population and the improvement in the 
income levels, even if a limited orie, meant 
a rising demand for foodgrains. In spite of 
the fact that around 70 per cent of the 
labour force was engaged ih agriculture, 
the country was unable to grow suficient 
foodgrains for its population. This 
necessitated -large imports. The position 
greatly improved as a result of the green 
révolution. The new technology based on 

_ high-yielding varieties, liberal use of 
fertilisers, and irrigation introduced in the 
mid-1960s showed remarkable results in 
raising the output of wheat. With the 
sptead of this techhology in Purijab, 
Hatyana and western Uttar Pradesh and 
its application to rice, thé country attained 
tear self-sufficiency in foodgrains in 
normal agricultural seasons and 
substantial imports Were limited mostly to 
drought years. Increased production made 
it possible for the Government to build up 
large stocks of foodgrains, which stood at 
23.6 million tonnes at the end of 
December 1986. These stocks’ were a great 
help in dealing with the severe drought of 
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1987-88. These were drawn upon to the 
extent of 14.1 million tonnes by December 
1988 to maintain food supplies and fell to 
9.5 million tonnes. The good crop seasons 
in 1988-89 and 1989-90 enabled the 
rebuilding of stocks to 19.1 million tonnes 
by December 1990. The stocks have 
enabled the Government to operate an 
extensive public distribution system in 
foodgrains which has lent considerable 
stability to their prices. The imports, 
averaged Rs 283 crores in the Seventh Plan 
and fell to Rs 182 crores in 1990-91. 

Imports of cotton have varied from 
year to year, depending upon the size of 
the crop and the level of activity of the 
cotton textile industry. In the 1950s and 
1960s, India imported long- and extra-long- 
staple cotton while it exported short-staple 
cotton. On account of the measures taken 
since then to increase the domestic pro- 
duction of the long- and extra-long-stapled 
varieties and to keep the mill demand for 
these varieties in check by, among others, 
using man-made fibres instead, the coun- 
try became surplus in these varieties and 
began to export while medium-staple 
cotton was in short stipply in some years 
and had to bë imported. As a result of 
the record production of raw cotton in 
1988-89 atid 1989-90, the country has 
become self-sufficient in it and has started 
exporting a substantial quantity. It is 
necessary to ensure that this position is 
maintained in the future and even 
substantial exports are made possible. 
Exports were valued at Rs 128 crores in 
1989-90 and shot up to Rs 846 crores in 
1990-91. y 

The large import of rawl cashew nuts 
is linked with the export of cashew kernels. 
The iniported raw nuts are processed in 
liidia, mostly by cheap female labour, and 
the kernels are exported. The country 
earns much thore foreign exchange from 
the export of kernels than/it spends on 
the import of equivalent raw nuts. There 
is a large scope for further increase in the 
country's own output of raw nuts. 
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The domestic output of raw wool is 
insufficient in quantity and, for the most 
part, inferior in quality. The deficit is made 
up by imports, which were valued at 
Rs 172 crores in 1989-90 and Rs 188 
crores in 1990-91. There is considerable 
scope for raising the output of fine wool 
in the hill areas. Natural wool might also 
be substituted by synthetic wool. Both 
these developments need to be pushed 
forward vigorously so as to save on the 
imports of wool. 

Imports of vegetable oils vary from 
year to year depending on the crop 
season. These shot up in recent years and 
became a principal import item involving 
a large expenditure of foreign exchange, 
which reached the record level of Rs 969 
crores in 1987-88. To restrain the rising 
imports of vegetable oils special efforts 
have been made in recent years to raise 
the domestic production of oilseeds, the 
source materials for vegetable oils. These 
include: (i) the National Oilseeds 
Development Project launched in 1984-85; 
(ii) the Oilseeds Product Thrust Project in 
operation since 1987; and (iii) the 
Technology Mission on Oilseeds appointed 
in 1986, These efforts, aided by favourable 
weather conditions, helped to cut down 
imports of vegetable oils to Rs 211 crores 
in 1989-90 and Rs 326 crores in 1990- 
91. Given adequate steps to boost domestic 
production and to curb excessive and 
destabilising speculative activities, which 
are a marked feature of trading in this 
commodity, the country might be able to 
avoid import of vegetable oils, at least in 
normal crop years. 

India’s other imports include a large 
number of chemical elements and 
compounds; dyes and tanning and 
colouring materials; pulp and waste paper; 
man-made fibres; and crude rubber. 


Import Policy 

The Central Government followed an 
essentially restrictive import policy up to 
the Fourth Plan period (1969-74) so as to 


- requirements and available resources made 
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avoid unnecessary or less essential forei 
exchange expenditure. This, it w 
believed, would protect the country fron 
excessive dependence on foreign funds 

supplement its own foreign exchang 
earnings, thereby enabling it to progress 
towards financial self-reliance which was 
a major development objective. Imports: 
were restrained by (i) high import duties; 
(ii) restriction on the quantity that might 
be imported, or on the foreign exchange || 
that might be spent on imports, through! 

a system of import licensing and exchange 
control; and (iii) substitution of imports by: 
domestic production, In the case of 
products where the size of domestic 


it possible to undertake production at a 
reasonable cost, import substitution, 
[measure (iii) above] was fully justified. But, 
unfortunately, under the pressure of 
interested parties the policy was often 
followed rather indiscriminately. This: 
resulted in high production, costs. The. 
country was thus pushed info a high cost” 
economy. y 

Since 1981-82, the import policy has” 
been made increasingly more liberal, 
particularly the restrictions on the quantity 
or value of imports have been eased. The 
objectives of liberalisation are (i) to check 
an undue rise in prices by allowing 
adequate imports of goods in short supply; 
(ii) to aid in the modernisation of the 
economy by allowing easy imports of 
technology and machinery and equipment; 
(iii) to promote fuller utilisation of capacity 
by ensuring adequate availability of raw” 
inaterials, components and spares; and (iv) 
to put pressure on domestic producers to 
improve their product quality, efficiency 
and productivity by exposing them to a 
degree of foreign competition. : 
result of this policy has been to increase 
greatly the import bill and the trade deficit. 
But, it has been claimed, that the” 
beneficial effects of this policy would bring 
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is, the balance between merchandise 
exports and imports) by boosting exports. 
These have indeed shown large increases’ 
in terms of their value in rupees, but not 
yet large enough to bring about a big 
reduction in the trade deficit. 


Liberalisation of Imports under New 
Economic Policy (1991-92) 


In July-August 1991 under the new Trade 
Policy adopted as part of the New 
Economic Policy there has been a far 
reaching liberalisation or freeing of imports. 
The principal measures included the 
following: 


1. A large part of the administrative 
licensing was abolished. It was 
replaced by a system under which 
the exporters were given Eximscripts 
equivalent to 30 per cent of the value 
of exports, except for items which 
already enjoyed a higher entitlement 
to foreign exchange for imports. In 
the case of certain other items, the 
exporters were entitled to 10 per cent 
entitlement to Eximscripts. The 
Eximscripts could be used to import 
a large number of items. The 
Eximscripts could also be sold freely 
and enjoyed a premium over their 
nominal value and hence yielded 
extra profit to the exporters. The 
system linked imports to the export 
earnings and hence limited these to 
foreign exchange earnings from 
exports. 

2. The procedure for import: of capital 
goods was simplified. New units and 
units undergoing substantial expan- 
sion of capacity were to be allowed 
licences automatically for import of 
capital goods (except the items in the 
restricted list) even if these goods 
were produced within the country 
provided that ‘the foreign exchange 
cost of the import was fully covered 
by foreign investment in share capital 
of the company or the foreign 
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exchange requirement was up to 25 
per cent of the total value of plant 
and machinery, subject to a 
maximum of Rs 2 crores. Later on 
the licensing requirement was 
abolished and thereafter only a 
clearance by the RBI was required. 

3. The list of restricted items was 
reduced and these items were shifted 
to the limited permissible list. Further 
a large number of items were shifted 
from the latter list to the Open 
General List (OGL or free import list) 
while some items were shifted from 
the OGL list to the limited 
permissible list. 

4. The canalised list that included items 
which could be imported only 
through specified public sector 
agencies, was to be increasingly 
reduced. 

5. The import duties were to be reduced 
to the extent permitted by the 
revenue considerations of the Central 
Government. y 

6. The medium-term objective of the 
Government was to gradually 
eliminate import licensing and 
quantitative restrictions on the import 
of capital goods and raw materials 
and components and to place these 
on a free import list except for a 
small carefully chosen negative list. 


India’s vast and varied resources make 
it possible to keep down imports within 
manageable levels. If this has not been so 
during some periods, particularly since 
1980-81, it is due to our limited success 
in making full and efficient use of these 
resources rather than to any unalterable 
facts of the situation. 


Principal Supplying Countries 

There have been significant changes since 
1950-51 in the list of principal supplying 
countries and their relative share in India's 
imports. Some of these changes are 
mentioned below. 


The United Kingdom, which was by far 
the most important source of imports in 
the colonial period, has steadily lost 
ground since Independence. In 1990-91, 
it accounted for only 6.7 per cent of the 
total imports. In some years, its share has 
been as low as 5 to 6 per cent. On the 
other hand, the USA has risen over the 
years to the top rank of the supplying 
countries, supplying 12.1 per cent of the 
total imports in 1990-91. This is so in spite 
of the fact that foodgrains, which were the 
most important import from that country 
in the mid-1960s, no longer had their 
former pride of place. India is now more 
or less self-sufficient in foodgrains in 
normal years and, in case of need, food- 
grains are available also from other 
countries like Australia, Canada and 
Argentina. Trade with West Germany and 
Japan had ceased dring World War II. 
It had revived by 1950-51. Since then, 
both these countries have greatly raised 
their share in India’s imports and in 1990- 
91 supplied 8 per cent and 7.5 per cent 
of the total imports. In recent years they, 
together with the USA, have formed the 
top rank among the supplying countries. 
The rapidly growing imports of rough 
diamonds, which are routed to India 
largely through Belgium, have given that 
country an important Place in India's 
imports, accounting for 6.3 per cent of the 
total imports. The rest of the European 
Econoniic Community accounted for 8.3 
per cent of the total imports in 1990-9], 

In 1950-51, India's imports from the 
erstwhile USSR were negligible. Since then it 
had greatly increased its share in 
Indian imports and ranked among the 
major suppliers. The large expansion of 
trade with the erstwhile USSR and the countries 
of Eastern Europe had been an important 
new development in the country’s tradé 
relations. It supplied 5.9 per cent of the 
total imports in 1990-91. However, the 
disintegration of the USSR has given a big 
setback to that trade. There is, however, 
a good-chance that India would be 
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importing annually once again in the near 
future very substantially from Russia. 

The 1970s and 1980s have been 
marked by a large improvement in the 
share of Saudi Arabia, Kuwait, Iran and 
Iraq in India’s imports. This is very largely 
due to the sharp increase in the value of 
petroleum imports. The four countries 
taken together accounted for 11.1 per cent 
of total imports. 

In 1950-51 Pakistan had a significant 
share in India's imports. There was a 
decline in this share in the following years, 
This trade altogether came to an end after 
the 1965 war. The direct trade with China, 
which was never very significant, 
altogether ceased after the 1962 border 
war. There has been some revival of trade 
with these countries in recent years 
following a limited improvement in political 
relations with them, 

Burma (Myanmar), Sri Lanka, UAR 
and Kenya have all lost ground in India’s 
import trade. Australia; which had also lost 
ground in the post-Independence period 
with its share pushed down to below 
1 per cent by 1983-84 compared to 
5 per cent in 1950-51, has since raised 
it to 3.4 per cent by 1990-9]. There are 
good prospects for further improvement in 
it. The Latin American countries hardly 
“gure in imports. In recent years effarts 
have been made to develop trade with 
Argentina, Brazil and other Latin American 
countries. India is gradually diversifying 
its sources of imports Particularly since 
the 1980s, 


Exports 
Composition 


The principal exports have been given in 
Appendix 9,2 to this chapter. Important 
developments in the composition of exports 
have been given below. 

The country's traditional principal 
exports in 1950-51, the year immediately 
Preceding the adoption of planned 
development, have generally lost ground. 
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The jute manufactures, which accounted 
for over 18.9 per cent of the total exports 
in 1950-51, have over the years become 
much less important. These contributed 
only 0.9 per cent of the exports in 
1990-91. Over this period, the contribution 
of cotton fabrics had declined from 
19.7 per cent to 6.5 percent (inclusive of 
cotton yarn and made-ups), and that of 
spices from 4.2 per cent to 0.7 per cent. 
The exports of cotton fabrics yarn and 
made-ups, however, have been rising 
rapidly in recent years. Coir yarn and 
fabrics which accounted for close to 
1.9 per cent of the total exports had since 
become a very minor item yielding only 
0.15 per cent of the total exports in 
1990-91. Edible vegetable oils, which were 
a substantial export item in 1950-51, had 
since become a major import item. Tea and 
unmanufactured tobacco fared ‘better but 
did lose some ground. The share of tea in 
the total exports had declined from 
13.4 per cent to less than 3.3 per cent in 
1990-91 and of unmanufactured tobacco 
from 2.3 per cent to 0.8 per cent. Leather 
and leather manufactures (including 
footwear) were the only major traditional 
item that had improved its share in total 
exports, from 4.3 per cent in 1950-51 to 
7.9 per cent in 1990-91. The share of 
cashew kernels in 1990-91 was 1.4 per 
cent, the same as in 1950-51. 

Exports of some new or non-traditional 
items, on the other hand, have shown 
remarkable growth since 1950-51. These 
include gems and jewellery, readymade 
garments, other handicrafts, engineering 
goods, iron ore, fish and fish preparations, 
coffee, basmati rice and oil cakes. 

There has been a remarkable growth 
in exports of gems and jewellery. These 
have grown from a_ negligible amount in 
1950-51 to Rs 5,247 crores in 1990-91 
contributing over 16.1 per cent of the total 
export value in the latter year. There is, 
however, a major snag in this. A rising 
Proportion of foreign exchange earnings 
from the export of cut and polished 
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diamonds has been used up in the 
required imports of rough diamonds. Ir 
1990-91, this percentage was as high as 
71.2 per cent. In other words, during this 
period net foreign exchange earnings from 
the exports of gems and jewellery were only 
a little over one-fourth of the gross 
earnings. The net gain to the country was 
thus rather limited. 

Exports of readymade garments, then 
mostly cotton clothes, were negligible in 
1950-51, but since the Fourth Plan period 
(1969-74) these have grown fast, parti- 
cularly in the 1980s, rising to Rs 4,012 
crores (for garments of all textile materials) 
in 1990-91. Moreover, these exports 
require very limited foreign exchange 
expenditure for the import of machinery, 
materials, designs, etc. Accordingly, 
though the exports of readymade garments 
occupied the second position, next to gems 
and jewellery, in gross export earnings in 
1990-91, these held the top position in 
terms of net foreign exchange earnings. 
Among the other handicrafts the most 
important item is the hand-made carpets. 
A relatively minor export item in 1950-51, 
it had become a substantial foreign 
exchang¢ tarner by the 1980s. 

In 1950-51, the export of engineering 
goods included mainly only such consumer 
items as fans, sewing machines and 
bicycles."As a result of the considerable 
development of the engineering industries 
since, the export of iron and steel items, 
electrical and non-electrical machinery, 
transport equipment and ,lately, also 
consumer durables (that is, household 
appliances) has become a major export 
item accounting for 11.9 per cent of the 
total exports in 1990-91. There are good 
prospects for the growth of engineering 
goods exports. 

A major development since 
Independence has been the very large 
growth in the quantity of iron ore exports. 
These were 32.5 million tonnes per annum 
during 1990-91 and the contribution to the 
total export value was Rs 1,049 crores or 


96 


3.2 per cent. At the same time the country 
imported iron and steel valued at close to 
over twice the value of iron ore exports. 
Exporting mountains of iron ore while 
importing iron and steel valued at over- 
twice as much smacks of the colonial 
pattern of trade. Minerals are an 
exhaustible resource. The proper use of 
India’s iron ore reserves would be to 
develop a vast iron and steel industry and 
to export steel rather than the ore. The 
exports of iron ore would be justifiable, if 
at all, only for a limited period. The crude 
oil emerged as a major export item 
during the Sixth Plan period, beginning 
with 1981-82. The exports averaged over 
Rs 810 crores per annum over the Plan 
period. Form 1980-81 the output of crude 
oil from the Bombay High Oilfield was 
raised rapidly, but it was of a quality 
which the Indian refineries were not then 
equipped to use fully. The surplus was 
exported (rather exchanged). By 1986-87 
the country had enough refining capacity 
for this type of crude and the exports came 
to an end. There has been a considerable 
export of petroleum products to 
neighbouring land locked countries like 
Nepal and Bhutan. Besides, from time to 
time, particular petroleum products 
produced by the refineries in excess of 
domestic requirements have been exported. 
There has been thus a considerable export 
of petroleum products. 

Exports of fish and fish preparations, 
mainly to Japan, have also shown a 
remarkable growth. From a very small 
export item accounting for only 0.4 per 
cent of the total exports in 1950-51, it has 
steadily grown, particularly since the early 
1970s, into an important export item, 
yielding 2.9 per cent of the total exports 
in 1990-91. India, with its 7,517 
kilometres of the coastline, 2.02 square 
kilometres of the Exclusive Economic Zone 
within 200 kilometres of the coastline 
which is not open to the shipping vessels 


‘one hectare = 2.471 acres 
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of other countries, 29,000 kilometres of 
rivers, 1.7 million hectares! of reservoir, 
0.9 million hectares of salty water and 
0.75 million hectares of tanks and ponds, 
has an immense potential for raising 
production and export of a wide variety of 
fresh water and marine fish. Given 
adequate efforts to utilise this potential, 
exports of fish and fish preparations might 
increase several times the present level. 

Rice, mainly the basmati variety, has 
come into prominence only in the 1980s 
with the development of a considerable 
export market for it mainly in the Gulf 
countries. It has now begun to make a 
considerable contribution to the total 
exports, over 1.6 per cent in 1990-91, 
Oil cakes, a negligible export item in 1950- 
51, has steadily grown over the years into 
a sizable export item. In 1990-91, it 
accounted for 1.4 per cent of the total 
exports. The oil cakes are a nutritious feed 
for cattle. In view of the generally run- 
down state of the cattle in the country, it 
is a matter for careful consideration 
whether the limited amount of foreign 
exchange earned by the oil cake exports, 
less than 1.9 per cent of the total exports 
in 1990-91, is compensation enough for 
the damage done to the development of 
animal husbandry in India by denying it 
a large quantity of nutritious feed every 
year. The exports were 2.45 million tonnes 
in 1990-91. 

The other export items included 
several chemical and allied products, mica, 
fruits and vegetables including processed 
fruits and juices and raw cotton. The 
exports of raw cotton shot up to Rs 846 
crores in 1990-91. These exports seem to 
have a good potential. 


Export Policy 


For a considerable period, up to the Fourth 
Plan, the policy emphasis in practice was 
on import avoidance and substitution of 


_ imports by domestic production, and not 
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so much on export promotion. The large 
imports of metals, machinery and 
transport equipment, foodgrains, raw 
cotton, natural rubber, fertilisers 
chemicals, drugs and medicines, petroleum 
products, paper and newsprint, etc. 
seemed to offer good opportunities for 
economical import substitution. It also 
seemed to be the easier option in view of 
the uncertainties of the world market and 
the stiff competition from the highly 
industrialised countries which export 
promotion would have to contend with. 
As a result of this policy, the aggregate 
exports as a ratio of GDP at current prices 
showed a steady decline from 6.4 per cent 
in 1950-51 to 3.5 per cent in the Third 
Plan period (1961-66). The ratio was only 
slightly higher in the Annual Plans period 
(1966-69) and the Fourth Plan period 
(1969-74). Thereafter there was a growing 
emphasis on export promotion. This was 
the result, firstly, of the realisation that 
without adequate growth of exports the 
country wauld find it difficult to finance 
its growing imports requirements besides 
meeting the interest and repayment 
obligations arising from the rising external 
debt. Secondly, there was the pressure of 
the aid-giving western countries and the 
international financial institutions for a 
change in policy. They had always, for 
reasons of their own, pressed for high 
priority to export promotion. The country, 
on account of its continued dependence 
on external assistance, could not altogether 
disregard this pressure. In line with the 
new policy emphasis, the Central 
Government had taken a variety of 
measures for export promotion. These are 
mentioned below. i 


Fiscal Measures 


l. The Government had accepted in 
principle that excise duties and other 
indirect taxes on export goods might 
be fully remitted. The rate of 
remission or the duty drawback rate 
was. worked out for each export item. 
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In some cases such rates had been 
fixed for the industry as a whole. 

2. Cash assistance was allowed on 
exports under the Cash 
Compensatory Scheme (CCS). This 
assistance was considered a 
compensation for the indirect taxes 
levied on the imported inputs 
required for export production for 
which no rebate had been given and 
for other specified disadvantages. By 
1988-89 cash assistance under the 
Scheme was available on about 260 
export items and more were being 
added as considered necessary. 

3. Concessions in Income Tax were 
granted on exports. Exports profits 
were totally exempted from income 
tax in 1988-89. The benefit was 
extended also to supporting 
manufacturers. 

4. Certain raw materials like steel, 
aluminium, cement and rubber and 
fuels (diesel for power generating sets 
and furnace oil) were supplied at 
concessional or even international 
prices for exports production. - 

5. Liberal, concessional or even duty- 
exempt import of raw materials, 
machinery and equipment and 
technology (knowledge of new 
products and production methods) 
was allowed for purposes of export 
production. 

6. Under the Import Replenishment 
Scheme exports were allocated 
foreign exchange for import of raw 
materials used up in the production 
of export goods. 

7. Under the Blanket Exchange Permit 
Scheme (1987), as made more liberal 
since, the exporters, except in the 
case of a few products, were allowed 
to utilise 10 per cent of their foreign 
exchange earnings for undertaking 
approved export production activities. 


Relaxation of Controls 
l. The industrial licensing policy had 


been made more liberal with regard 
to the setting up of export oriented 
units and for the expansion of 
existing units for purposes of exports. 
Production in excess of the licensed 
capacity was permitted if the 
additional output was for export. 

Several Export Processing Zones 
(EPZs) were established (Bombay, 
Kandla, Madras, Falta, Noida and 
Cochin) and more were under 
consideration (for example, at 
Visakhapatnam). Units located in 
these zones were allowed free trade 
with the rest of the world. They also 


- enjoyed a five-year tax holiday. They 


might sell with government 
permission 25 per cent of their 
output in the domestic market, where 
prices were usually much higher than 
export prices, subject to payment of 
customs duty, 

One hundred per cent Export 
Oriented Units’ (EOUs) were 
promoted. They were allowed 
extensive concessions, including a 
five-year tax holiday to enable them 
to compete in the world market, They 
might also, like the Export Processing 
Zones, sell 25 per cent of their 
production in the domestic market, 


. In order to assure the exporters and 


the export industries and units 
greater stability in export policy, the 
import-export policies of the Central 
Government were announced since 
1985-86 for a three-year period at a 
time as against annual announce- 
ment earlier. 

Controls on exports were being 
relaxed. The export of a growing 
number of items was altogether 
decontrolled. Export procedures and 
formalities for other items were 
simplified. 

The thrust areas for export purposes, 
that is, sectors and industries with 
good scope for raising exports, were 
identified. Special action plans were 
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to be prepared for promoting exports 
from the thrust areas. 


Financial Measures 


1. 


Banks grant credit on concessional 
terms for financing production for 
export and for financing the exports 
themselves. Credit for the latter 
purpose is required as the exports 
usually receive payment after a 
certain period and not immediately. 
The Export-Import Bank of India 
(EXIM Bank) has been assisting ex- 
port of goods on credit by extending 
financial assistance, at concessional 
rates of interest, to the Indian export- 
ers or the foreign buyers for the pur- 
pose. The interest rates had been 
made more concessional over the 
years. It has also been supporting the 
Indian exporters to make bids or of- 
fers for the supply of engineering 
goods on deferred payment credits, 
that is, where payment is spread. over 
a number of years, 

A Technical Development Fund was 
created to finance foreign exchange 
requirements of units for import of 
machinery and technology (or tech- 
nical know-how) for modernisation of 
their production and improvement in 
technology, 

A Productivity Fund was established 
for existing industries with good 
Scope for enlarged exports such as 
engineering and electronic industries 
to assist them to improve plant and 
equipment, design of products, 


methods and techniques of 
production, productivity and control 
of quality. 


As a result of the added emphasis on 


exports and favourable developments in 
the country's export markets, these 
showed accelerated growth in the later 


1970s. The ratio 


of aggregate exports to 


GDP rose írom 3.7 per cent in the Fourth 
Plan period (1974-79) to 5.4 per cent in 
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the Fifth Plan period (1974-79) and further 
to 5.6 per cent in 1979-80. There was, 
however, a decline in this ratio to 4.9 per 
cent in the Sixth Plan period (1980-85) 
and further to 4.4 per cent in the first 
three years of the Seventh Plan (1985-88). 
This was in spite of the fact that the export 
promotion measures had been stepped up 
in the 1980s. In order to overcome this 
set-back efforts at export promotion were 
further intensified. The indications are that 
these efforts have met with much better 
success this time. Aggregate exports have 
shown 26.4 per cent growth rate in 1987- 
88 and 28.9 per cent in 1988-89. In the 
latter year the ratio of exports to GDP rose 
to 5.2 per cent. In 1990-91 it rose further 
to 6,1 per cent of GDP. 


Export Policy July-August 1991) 


The Trade Policy adopted in July-August 
1991 considered growth of exports as of 
crucial importance for improvement in the 
current account balance of payments and 
for recovery of the economy in the 
medium-term usually understood as a five- 
year period. A number of measures were 
taken for the purpose. These are 
mentioned below. 


1. The rupee was devalued in July 1991 
by about 18 per cent for making 
Indian exports cheaper to the for- 
eign importers in terms of foreign 
exchange, thus providing them with 
greater incentive to purchase these. 
At the same time export subsidy or 
the cash compensatory compensa- 
tion to exporters was abolished giv- 
ing considerable relief to the Cen- 
tral Budget. 


2. A large part of import licensing 


system was replaced by issue of 
Eximscripts to exporters. The system 
has been explained under the Import 
Policy adopted in July-August 1991. 
The Eximscripts, besides being 
available for the import of a large 
range of items, could be freely sold 
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in the market and earn a 
considerable premium and hence 
yield extra profit to the exporters. 
The Eximscript system was replaced 
later by partial convertibility of the 
rupee. Under this, exporters were 
obliged: to sell only 40 per cent of 
the foreign exchange earned by them 
at the official exchange rate while the 
balance 60 per cent was allowed to 
be sold in the market and earned a 
considerable premium, thus enabling 
the exporters to earn extra profit. 
Both these reforms were meant to 
increase the profitability of exports 
to the exporters. 

Exporters to the Rupee Payment Area 
were also to be issued Eximscripts 
and could use these for imports from 
the General Currency Area, that is, 
from the countries with freely con- 
vertible currencies. 

The rate of replenishment of export ` 
of services was also raised to 30 per 
cent from 10 per cent earlier. 

The system of advance licences which 
provided the exporters duty-free 
imports of goods required for export 
production was simplified and 
strengthened. h 
Measures were taken to strengthen 
the development of Export Houses 
and Trading Houses for providing 
exports. These included additional 5 
per cent entitlement to Eximscripts 
against their exports and permitted 
setting up of Trading Houses with 
50 per cent share by foreigners. Such 
Trading Houses were eligible for all 
benefits allowed to domestic export 
and trading houses. 

The list of canalised export items was 
to be reduced gradually. 

Measures were taken to provide ex- 
tra incentives to Export Processing 
Zones (EPZ) and the 100 per cent 
Export output units (Eou). 

The public sector trading organisa- 
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tions were to engage in competitive 
exports and no longer limit themselves 
to the items canalised through them. 
10. Established exporters were to be 
allowed to: open foreign currency 
accounts and to raise external credit. 


However, in spite of these concessions, 
exports showed a decline in $ terms 
in 1991-92. 

Questions have been raised for some 
time about the cost of export promotion 
to the economy. It has been argued that 
the total cost of tax relief, subsidies, 
concessional rate of interest and raw 
material prices, etc., allowed to exports is 
excessive in relation to the results achieved 
in the case of the assisted exports. There 
is need for a proper evaluation of the 
promotional measures as to their total cost 
to the economy in relation to their impact 
on the value of exports. This is a 
necessary first step towards making the 
promotional measures more effective 
relatively to their cost to the economy. 


Direction of Exports 


Changes in the relative importance of 
different countries and regions as markets 
for Indian exports are broadly similar to 
those noted in the case of imports. 


l. The United Kingdom which was the 
country’s most important export 
market in the colonial period has 
steadi'y lost ground since Indepen- 
dence. It absorbed only 6.5 per cent 
of the total exports in 1990-91 as 
against 22.4 per cent in 1950-51. 

2. The erstwhile USSR was a negligible 
market for Indian goods in 1950-5} 
absorbing only 0.2 per cent of the total 
exports. It had since then Steadily 
increased its share in Indian exports. 
It absorbed 16.4 per cent of the to- 
tal exports in 1990-91. The disinte- 
gration of the USSR in recent years 
has given a great set-back to Indian 
exports to this area. 


3. The USA, which was the second 
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biggest market for Indian goods in 
1950-51 with 18.5 per cent share, 
has continued to rank among the 
leading markets for Indian exports all 
through. In 1990-91, it absorbed 14.7 
per cent of the total exports. Canada 
has, however, lost ground, Its share 
in Indian exports has declined from 
2.2 per cent in 1950-51 to less than 
0.9 per cent in 1990-91. 

Exports to West Germany and 
Japan, which had altogether ceased 
during World War II, had just been 
revived in‘ 1950-51 and accounted 
for only 1.7 per cent and 1.6 per 
cent of the total exports. Over the 
years, Japan has become the third 
largest market for Indian goods, next 
to the USSR and the USA, with a 
share of 9.3 per cent in 1990-91. 
West Germany, too, steadily improved 
its relative position in Indian exports, 
It accounted for 7.8 per cent of the 
total exports in 1990-91, 

Apart from Iran, which accounted for 
1 per cent of the Indian exports in 
1950-51, the other Gulf countries — 
Saudi Arabia, Iraq, Kuwait and the 
Emirates now united in the United 
Arab Emirates (UAE) — were rather 
insignificant in the country’s export 
trade. Following large increases in 
their oil revenues and national 
income, particularly since the 1970s; 
these countries had become a sizable 
customer for Indian exports with a 
share of 5.6 per cent in 1990-91. 
The UAE had the largest share. 
among them. Exports to the United 
Arab Republic (Egypt) have shown 
an erratic course, 

Australia, which was a considerable 
market for Indian goods in 1950-51 
accounting for 4.8 per cent share in 
the country’s total exports had 
steadily lost ground. Its share was 
barely 1.5 per cent in the 1970s. It 
had declined further to below 1 per 
cent in 1990-9], 
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7. Sri Lanka had a considerable share 

(2.2 per cent) in Indian exports in 
1950-51. It had greatly declined 
since. Exports to Burma (Myanmar) 
have become negligible, and those 
to China and Pakistan had altogether 
stopped following the armed conflicts 
with these countries in 1962 and 
‘1965, respectively. ‘There has been 
a slight revival of exports to the two 
countries in recent years. There is 
a large scope for development of 
exports to them provided there is 
improvement in political relations with 
them. Hongkong has become over the 
years an important market for Indian 
exports. A large proportion of these 
goods, it may be presumed, eventually 
find their way to China, Taiwan and 
other countries in South-East Asia. 

8. In spite of the emphasis laid in recent 
years on the development of economic 
relations with other developing 
countries, the countries of Latin 
America (that is South and Central 
America) absorbed only 0.4 per cent 
of the exports in 1990-91, and the 
African countries only 2.1 per cent. 
This points to the need for redoubled 
efforts at the development of trade 
relations with these countries. 


Balance of Payments 


Merchandise or goods imports are the 
biggest, but not the only item, in India’s 
foreign exchange expenditure. When 
foreign ships are hired, or the cargo is 
insured with foreign companies, freight 
charges and insurance premia have to be 
paid in foreign exchange. When Indian 
ships drop anchor in foreign ports, they 
incur various port charges. Foreign 
exchange is also needed to buy fuel for 
the ships and provisions for the crews. 
Indians travelling abroad, for education, 
pleasure, medical treatment, or business 
Spend foreign exchange. The maintenance 
of Indian embassies abroad involves 
foreign exchange expenditure. Foreigners 
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working in India remit home their savings 
(that is, change the rupees saved by them 
into dollars and sterling). Large amounts 
of foreign exchange have to be paid to 
foreign creditors (governments, inter- 
national institutions, private banks and 
others) as interest on the accumulated 
foreign debt. The remittance abroad of 
interest and profits earned by foreign 


‘businessmen on their loans and equity 


investments in India involve foreign 
exchange expenditue. India gives develop- 
ment grants to less developed friendly 
countries. Finally, the foreign loans, public 
and private, have to be repaid, and foreign 
investments in India may be sold off and 
proceeds remitted. A complete statement of 
India’s foreign exchange payments should 
include all the above items. 

Likewise, merchandise exports are not 
the only means of earning foreign exchange 
available to us. Freight earned by Indian 
ships on overseas trade, the expenditure 
incurred by foreign ships in Indian ports, 
the premia paid by foreigners insuring with 
Indian insurance companies, the money 
spent by foreign tourists and embassies 
in India, the remittances of Indians 
working or residing abroad, the money 
spent by foreign governments and inter- 
national institutions in India, the grants 
and loans received from foreign govern- 
ments and international institutions, the 
suppliers’ credit extended by foreign firms, 
and the loans and investments by foreign 
private. banks and other firms, all these 
yield foreign exchange to India. A complete 
statement of foreign exchange receipts 
should include, besides merchandise 
exports, all the above items. 

A complete statement of the country's 
receipts and payments in foreign exchange 
is called its balance of payments. Asin 
the case of the Budget, and on the same 
basis, a distinction is made between 
current (revenue) and capital receipts and 

yments. India’s balance of payments in 
different periods is given in Table 9.1. 
In the colonial period the country 
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generally had an excess of merchandise 
(goods) exports over imports. The post- 
Independence period has shown a reverse 
position. In every Plan period, as a whole, 
the country has had a negative balance 
on merchandise or trade account?. In fact, 
the total adverse balance increased in each 
successive Five Year Plan period with the 
exception of the Fourth Plan period when 
it came down substantially. The negative 
balance of 1979-80 (Rs 3,374.9 crores) 
exceeded that in the entire Fifth Plan 
period (Rs 3,177.7 crores). In the Sixth 
Plan period the deficit rose to Rs 30,456.2 
crores, which was 9.6 times the total 
deficit in the Fifth Plan period. In the 
Seventh Plan period (1985-90), the deficit 
on merchandise account rose further to 
Rs 54,205 crores. The huge trade deficit, 
indeed, lay at the root of the very tight 
foreign exchange situation faced by the 
country since the mid-1980s. 

Non-monetary exports of gold (item A.2 
in Table 9.1) refer to exports of gold other 
than that from the country’s monetary 
reserves held by the Reserve Bank of India. 
These have been an insignificant amount. 

Exports of services (item A.3) include 
receipts from several items other than 
merchandise exports. These include 
receipts from tourism, shipping and 
international airlines, insurance, embassy 
expenditures, etc. The payments on this 
account have been deducted from the 
receipts to arrive at the net balance. The 
positive balance in India’s favour on this 
account, which had been on the decline 
since the Second Plan period, rose, sharply 
from the Fifth Plan period onwards, mainly 
on account of growing receipts from the 
foreign tourists visiting India. It jevelled off 
in the Seventh Plan period at a little higher 
than the Sixth Plan level. 

The interest and profit receipts from 
the rest of the world minus the interest 
and profit payments to the rest of the 


2 Balance on merchandise account, tha 
balance of trade. 
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world give the net balance from the 
property and entrepreneurial income (item 
A.4.) Up to the Fourth Plan period the 
balance on this account was negative in 
every Plan period, and increasingly so. 
This was a reflection of India’s growing 
foreign indebtedness. From 1978-79 to 
1981-82 the income from the large foreign 
exchange balances built up during the 
Fifth Plan period reversed the position and 
India had a positive balance on this 
account. However, on account of depletion 
of foreign exchange balances since 1980- 
81 and the country's growing foreign 
indebtedness, the country reverted to the 
traditional position of a negative balance 
on the investment income account in 
1982-83. 

The large and growing net receipts 
under other current transfers (item A. 5 
in Table 9.1) since the Fifth Plan period 
have been mainly due to the remittances 
by Indians working abroad reduced by the 
small amount of remittances home by 
foreigners working in India. This item also 
includes net remittances by foreign 
missions and other institutions operating 
in this country for financing their activities 
here as well as net foreign official grants 
mainly to the Government of India. There 
has been a substantial net inflow of funds 
on these accounts also. 

When the net balance on all the five 
counts mentioned above is added up, this 
gives the country’s net balance on current 
account. This shows a deficit in every Plan 
period. The Fifth Plan period has been the 
only exception, thanks to the greatly 
improved net balance on services account 
and the large flow of remittances from 
Indians working abroad (current transfers 
account) which enabled the country to 
have a positive net balance on current 
account from 1975-76 to 1978-79, The 
positive balance was indeed very large 
during 1976-77 and 1977-78, The balance 


t is, the excess of exports over imports of goods is also called 


104 


again became negative in 1979-80, and 
there have been massive deficits since 
1980-81. The Sixth Plan period showed a 
total current account deficit of Rs 11,385.1 
crores. During the Seventh Plan this 
deficit has shot up to a total of 
Rs 38,283.7 crores! 
The deficit in the current account has 
_ been met by an equivalent surplus on 
Capital Account. The net inflow of funds 
from the rest of the world by way of 
(i) the loan component of external 
assistance from foreign governments and 
international institutions; (ii) investment by, 
and loans and credits from, private foreign 
source, and (iii) the movement of funds 
into the country by the banks are shown 
in item B.1 of Table 9.1. If the inflow of 
funds from all these sources falls short of 
the current account deficit, the balance is 
financed by running down the country’s 
foreign exchange reserves (item B.2) and 
this is shown by a positive amount in the 
capital account. A negative entry against 
B.2 shows that the total flow of funds 
under B.1 exceeded the amount needed 
for financing the current account deficit 
and the balance was utilised to build up 
the reserves. 

Since the positive net receipts on 
capital account are the means by which 
the country finances the foreign exchange 
spent by it in a year over and above the 
amount earned by it, the net balance on 
capital account must be always exactly 
equal to, and the opposite of, the net 
balance on current account. If the available 
data do not give this-result, clearly there 
have been some errors and omissions in 
preparing the balance of payments. The 
errors and omissions (item B.3) is then the 
balancing entry to obtain the desired 
result. 

The large balance of payments deficit 
on current account observed in recent 
years means that the country has been 


"one billion = 100 crores 


EVOLUTION OF THE INDIAN ECONOMY 


living beyond its means. It has been 
spending more foreign exchange than it is 
currently earning and that it has been 
saving less than what it has been investing 
(that is, spending on capital formation). A 
country, like an individual, can live beyond 


‘its means by (i) disposing of its assets, and 


(ii) adding to its foreign liabilities or debts. 
In the 1980s this country has been doing 
mostly the latter. As a result its external 
debt had risen to $ 66.5 billion? by 31 
March 1991. It has continued to rise 
rapidly since. Lately, as shown in Table 
9.2, the country has also been running 
down its foreign exchange reserves. 
Clearly, a serious weak spot was developed 
in the economy. It called for urgent and 
effective measures to bring the country's 
foreign exchange spending and earning 
and investment and saving into better 
balance. These are two faces of the same 
problem of putting the country in the 
position where it lives essentially within its 
own means while continuing to develop at 
a good pace. This is what the self-reliance 
objective demands of it and us. 


Foreign Exchange Reserves 


As and when the total foreign exchange 
receipts of the country on current and 
capital account fall short Of the total 
foreign expenditure on all counts, ‘the 
deficit is financed by drawing on the 
foreign exchange reserves. These may be’ 
rebuilt when the flow of foreign exchange 
to the country is larger than is currently 
needed to finance foreign exchange 
expenditure. For India “the safe level of 
reserves is commonly taken at three 
months’ foreign exchange requirements. 
The actual reserves held by the country 
at the end of the different Plan periods 
have been given in Table 9.2. 

Table 9.2 shows that the Rupee has 
been losing value in terms of the Special 
Drawing Rights (SDR) or the so-called 
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paper gold. Whereas at the end of 1970- 
71, Rs 7.50 would buy one SDR, at the end 
of 1990-91 Rs 24.85 were required for this. 

The SDR derives its value from the 
value of the major currencies which are 
commonly used in international trading. 
The value of the rupee in terms of the SDR 
is therefore a good indicator of its worth 
for making payments in foreign exchange. 
Since the foreign exchange reserves are 
maintained for just this purpose, the value 
of the reserves in terms of the SDR gives 
a correct idea of the real changes in these 
over the years. The value of the total 
reserves in terms of the SDRs is given for 
the years since 1970-71 in the last column 
of Table 9.2. 

Table 9.2 shows that the country 
depleted its foreign exchange reserves 
during the first three Plan periods and 
built up these modestly during the Annual 
Plans and the Fourth Plan. A very large 
build-up of reserves was achieved during 
the Fifth Plan period. At the end of the 
Sixth Plan period these stood, in terms of 
their SDR value, at a somewhat higher 
level than at the end of the Fifth Plan 
period. There has been a large decline 
since, from SDR 5,878.7 million at the end 
of 1984-85 to SDR 4,589 million at the 
end of 1990-91. At this level these were 
definitely below the level required to meet 
the country’s total foreign exchange 
requirements for a three-month period. 

If the impact of revaluation of gold with 
effect from 17 October 1990 at close to 
international price as against the price of 
Rs 84.39 per 10 gm used earlier (see the 
footnote to Table 9.2) is ignored, the 
foreign exchange reserves declined by 
1,382 crores in 1990-91 in spite of 
borrowings from the IMF of about Re 3,334 
crores under various facilities.‘ 

There was a further decline of 
Rs 2,073 crores during the first six months 
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of 1991-92. Thus the country was faced 
with a big foreign exchange crisis by the 
end of June 1991. The new Government 
that took office at the Centre on 21 June 
1991 was obliged to take drastic measures 
to overcome the crisis. 


External Assistance 


A major source of support to India’s 
balance of payments has been (i) the 
grants from foreign governments, and 
(ii) loans from foreign governments and 
international institutions. The term 
‘external assistance’ refers to the inflow of 
funds from these sources. 

India has received and utilised large 
amounts of external assistance. The data 
on utilisation of external assistance are 
presented in Table 9.3. It gives the 
cumulative total of foreign aid utilised by 
the end of successive Plan periods as well 
as the aid utilised in each Plan period. 

Table 9.3 indicates that, at current 
Prices, the total aid utilisation by the end 
of 1990-91 was Rs 60,801 crores and that 
the utilisation had increased from each 
Five Year Plan period to the next such 
period. Less than one-eighth (11.6 per 
cent) of this aid (Rs 7,7074 crores) had 
been as grants. The balance had been as 
loans of which only 3.8 per cent had been 
repayable in rupees and the balance in 
foreign exchange. 

The continued dependence on external 
assisiance on the scale observed in the 
Seventh Plan is surely not in keeping with 
the self-reliance objective. Resort to large- 
scale commercial borrowing abroad 
undertaken in recent years is also no 
Satisfactory long-term solution to the 
problem. Commercial borrowing usually 
carries a higher rate of interest and a 
shorter period of repayment than external 
assistance loans. The only satisfactory 


4 Economic Survey, 1991-92, Paragraph 5.2, p. 59 
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TABLE 9.3 


Utilisation of External Assistance 


(Rs crores) 

Period Utilisation Total Utilisation since 

during the the Beginning up to 

period the End of the Period 
Up to First Plan 201.7 * 201.7 
Second Plan 1435.3 1637.0 
Third Plan i 2871.8 4508.8 
Annual Plans (1966-69) 3229.8 7738.4 
Fourth Plan 4183.7 11922.1 
Fifth Plan 7259.3 19181.4 
Annual Plan (1979-80) ` 1353.1 20534.5 
Sixth Plan 10902.7 31437.2 
Seventh Plan (1985-90) 22659.8 54097.0 
1990-91 6704.3 60801.0 
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long-term solution lies in bringing down trade deficit. Well-conceived export 
the deficit on current account from its promotion and import substitution are the 
present dizzy heights. This depends, first obvious requirements of the present 
and foremost, on a drastic reduction in the situation. 
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FOREIGN TRADE AND PAYMENTS : M1 
EXERCISE 


1, Indicate the important changes in the composition of imports since 1950-51. 
Mention the major imports in recent years. 

2: Give a brief outline of the export policy 1990-91. 

3. What could be the reasons for liberalising the import policy 1991-92. 

4. Describe the changes in the composition of exports since 1950-51. Mention the 
major exports in recent years. 

5. Give the important changes in the direction of exports since 1950-51. Mention 
the countries which have been major export markets in recent years. 

6. Mention the measures taken in recent years to promote export. 

Ts Describe the main features of the balance of payments on current account since 
1950-51. Mention the important changes in it in recent years. 

8. Write notes on: (i) India's foreign exchange reserves; and (ii) external assistance 
to India. 


10 
Course of Prices 


Measurement of Rise in Prices 


“THE CouRsg) of prices over a period is indi- 
cated by (i) the Index Number of Wholesale 
Prices, (ii) the Consumer Price Index 
Numbers for Industrial Workers, and 
(ili) the Gross Domestic Product (GDP) 
Deflator. The first indicates the rise in 
the wholesale prices of commodities rela- 
tively to the wholesale prices in the base 
year of the Index, that is, where the prices 
are taken as equal to 100. It excludes 
services. The second indicates the rise in 
the cost of living (including both consumer 
goods and services) of industrial workers 
relatively to the base year of the Index. 
The third (which is obtained by dividing 
the GDP at current prices by the GDP at 
constant prices in terms of the base year 
prices, in this case taken as the 1980- 
81 prices) indicates how far the growth 
of GDP in a particular year is attributable 
to the rise in prices of the output of goods 
and services and not to growth in their 
output. Clearly, the GDP deflator is the 
most comprehensive measure of changes 
in the over-all price level. The course of 
the three indicators of movements in the 
general price level for the period 1950- 
51 to 1990-91 is given in Table 10.1 


Course of Prices 


The World Warll (1939-45) and the immediate 
post-war period was marked by an 
unprecedented rise in prices. „The. Index 


Number of Wholesale Prices (year-ended 
August 1939=100) rose to 308.2 in 1947-48, 
the year when India became independent. 
There was a further sharp rise in prices 
during 1948-49, and the Index rose to 376.2. 
There was a more modest price rise in 1949- 
50 but following the outbreak of the Korean 
War (June 1950), there was initially a spurt 
in prices and the Index for 1950-51 rose to 
409.9 as against 385.4 in the previous year, 
and to 434.6 in 1951-52. However, during 
the course of 1951-52, a decline in prices 
began and by the end of the year these were 
well below the pre-Korean War level. As a 
result the Index declined to 380.6 in 1952- 
53. This welcome change in the price situation 
made it possible to finalise the First Five Year 
Plan 1951-56 by December 1952. Since 
1952-53, the prices have shown a more or 
less persistent upward trend. 

The movements in the price level since 
1950-51 have been traced, year by year, by 
the three indicators given in Table 10.1. 
These do not give identical results. This is 
because these cover, to an extent, different 
goods and services and also assign different 
weights to differentitems in the total package 
depending upon the relative importance 
attached to them. Nevertheless, the course of 
Prices as shown by the different indicators is 
alikeenough to justify some broad conclusions 
about movements in the general price level 
over the 40-year period from 1950-51 to 
1990-91. These conclusions are given below. 
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The general price trend has been 
upward. From 1950-51 to 1990-91, 
the over-all price level rose in terms 
of the GDP deflator by over 10.8 times. 
In other words, a rupee bought in 
1990-91, on the average, as much of 
final goods and services as might have 
been purchased in 1950-51 with the 
equivalent of about one-eleventh of a 
rupee. 

Over the 40-year period 1950-51 to 
1990-91 the general price level in 
terms of the GDP deflator showed a 
decline only in four years: 1952-53, 
1954-55, 1955-56 and 1975-76. Three 
of these years were in the First Plan 
period (1951-56). In the 35-year period 
since the close of the First Plan period, 
there was a fall in the price level only 
in one year (1975-76). 

There have been six spells of serious 
inflation when its average annual rate 
over the period as a whole, as shown 
by the rise in the GDP deflator, 
exceeded 10 per cent: 1956-57, 13.0 
per cent; 1965-66 to 1967-68, 10.2 
per cent; 1972-73 to 1974-75, 15.2 
per cent; 1979-80 to 1981-82, 12.4 
per cent; 1987-88, 10.0 per cent and 
1990-91, 11.4 per cent. 

Since 1963-64, the economy has been 
more prone to inflation than was the 
case up to 1962-63. As shown by the 
rise in the GDP deflator, the average 
annual rise in the general price level 
during 1962-63 to 1990-91 has been 
over 8.2 per cent as against only 1.8 
per cent over the.period 1950-51 to 
1962-63. 


’ From 1980-81 to 1990-91, the annual 


rate of inflation has averaged 8.3 per 
cent. This order of inflation has been 
experienced in spite of the very large 
annual import surplus, that is, net 
imports of goods and services (excess 
of imports over exports of goods and 
services) during this period which has 


at ee 
! currency with the public = notes and coins in circulation less cash with banks 
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tended to restrain the price rise. It 
seems that a fairly high rate of infla- 
tion has got built into the economic 
system. Indeed, a major problem 
facing the country today is how to limit 
‘the annual rise in the general price 
level to a more modest level, say, below 
5 per cent. 


Causes of the Price Rise 


Economic theory suggests that a persistent 
increase in the aggregate monetary resources 
(denoted by M,) at a rate much higher than 
the growth rate of gross domestic product in 
real terms (that is, GDP at constant prices) 
inevitably leads, in course of time, toa strong 
rising trend in the general price level. 
Likewise, a strong rising trend in the general 
price level would not be maintained for long 
unless itis supported by a persistent increase 
in M, ata rate much higher than the growth 
rate of GDP at constant prices. This 
conclusion is borne out by actual experience 
in India and elsewhere. The experience in 
India over the 37-year period 1950-51 to 
1987-88 is summarised in Table 10.2 

The aggregate monetary resources (M,) 
comprise (i) currency {notes and coins) with 
the public'; (ii) demand deposits with the 
banks (that is, deposits withdrawal at any 
time); (iii) “other deposits” with the RBI; and 
(iv) time deposits with banks (that is, those 
for a specified period). Of these, item number 
(iii) is a very small amount. Increase in M, 
indicates an increase in the amount more or 
less readily spendable by the public. Increase 
in GDP at constant prices indicates growth 
in real final output of goods and services by 
the economy. Finally, increase in the GDP 
deflator indicates the rise in the general price 
level. Table 10.2 indicates that the First Plan 
period (1951-56) was the only one when 
aggregate monetary resources (M,) showed a 
lower average annual increase (2.64 per 
cent) than the GDP at constant (1980-81) 
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TABLE 10.2 


Average Annual Increase (compound) in Aggregate Monetary Resources, 
GDP at Constant Prices and GDP Deflator 
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Period Aggregate 
monetary 
resources 
M) 
1950-51 to 1955-56 2.64 
1955-56 te 1965-66 8.63 
1965-66 to 1980-81 15.83 
1980-81 to 1990-91 16.83 


prices (4.04 per cent) and the GDP deflator 
(1980-81 = 1.000) showed an average annual 
decline of 2.14 per cent. In all other periods 
the M, showed a higher average annual 
percentage increase than the GDP at constant 
prices, and there was a rise in the GDP 
deflator. The margin between the average 
annual increase in M, and GDP at constant 
prices is observed to be the highest in the 
periods 1965-81 and 1980-91, namely, 12.35 
and 11.07 percentage points, respectively, 
and these are the periods which show the 
highest average rise in the GDP deflator, that 
is, 7.85 per ceritand 8.32 per cent, respectively. 
The lowest margin of excess since the First 
Plan is seen in the period 1955-66 (4.79 
percentage points) and it shows the lowest 
average annual rise in the GDP deflator (5.76 
per cent). The experience in this country 
bears out thata much higher rate of increase 
in M, than in the GDP at constant prices 
results in arise in the general price level. The 
bigger the margin between the rates of 
increase in M, and the GDP, the greater is 
usually the rise in the general price level. 
There is, however, no precise relation between 
the two rises. 

It follows that the persistent rising trend 
in the general price level since the mid- 
1950s has been a consequence of the fact 
that the aggregate monetary resources (M,) 
have been generally allowed to grow much 
faster than the growth rate of GDP in real 


GDP at 1980-81 0 
(1980-81=1,01 


prices 
4.04 H 2.148 
3.84 : 
3.48 
5.76 


terms. In this country the growth rate of N 
however, does not have to be held down. 
the growth rate of GDP in real terms 
ensure a stable price level. Indeed, 
moderately higher growth rate of M, 
that of GDP need not necessarily endang 
price stability. This is because of t 
increasing monetisation ofthe economy. Th 
means that production for self-consump tio 
and exchange by barter are giving place! 
production for sale on the market af 


and the extended or joint family is brea 
up into a larger number of nuclear fam 
(each comprising the husband, wife and 
children). Both these developments are 
rise to extra demand for money over 
above that arising from the growth of GDI 
real terms. The M,, therefore, need! 
increase at a suitably higher rate than 
growth rate of GDP in real terms to mee 
demand for money arising from both 

growth of GDP and the monetisation of t 
economy. If, for instance, the economy gro 
at an average annual rate of 5.5 per cent p 
annum, an increase of around 10 per ¢ê 
per annum in M, may possibly ensú 
reasonable price stability. Actually, W 
economy had a much lower real growth 
from 1965-66 to 1980-81, 3.84 per © 

while the M, had been growing at a Ve 
much higher rate, 15.83 per cent. In 

1980s the growth rate of GDP improved 
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5.76 per cent but the rate of increase in M, 
went up further to 16.83 per cent. In the 
event a strong rising trend in the general 
price level was inevitable. The question arises: 
what led to the excessive increase in M, For 
proper understanding of the process of 
monetary expansion in this country, a 
knowledge of at least the essentials of the 
monetary and banking systems and_their 


working is necessary. But the subject has - 


not been dealt with in this book as it is 
excluded from the syllabus. Nevertheless, in 
order to reach some conclusion as to the 


principal factor underlying the persistent. 


rising trend in the general price level an 
effort has been made below to explain in 
simple language the various stages and the 
key factors involved in monetary expansion. 

The process of increase in M, is initiated 
when the RBI and, to an insignificant extent, 
the Central Government create money to 
finance their payments. When the Govern- 
ment, the banks and the Commercial sector 
(mostly financial institutions) borrow money 
from the RBI, the loan amountis provided by 
it by creating new money. It does this by 
what amounts to crediting this much amount 
to the deposits held by the borrowers with it. 
When they draw on these deposits, the RBI 
meets. the withdrawals by printing and 
issuing new currency notes (for which it has 
the necessary authority). The same thing 
happens when the RBI acquires additional 
foreign exchange assets and pays for these 
by newly created money. Thus, the new 
money created by the RBI ina period is equal 
to the aggregate of its net? lending to the 
Government, the banks and the financial 
institutions and the addition to its foreign 
exchange assets reduced by the amount of 
the increase in its non-monetary liabilities 
during the period including, among others, 
its paid-up capital and reserves. 

New money is also created when the 
Central Government finances a part, usually 
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a very small part, of its expenditure by 
making and issuing coins and one-rupee 
notes (for which it alone has the necessary 
authority). The money created as above by 
the RBI and the Central Governments termed 
‘the Reserve Money’. It comprises currency 
(notes and coins) with the public, cash on 
hand (coins and notes) with the banks, banks’ 
deposits with the RBI and the ‘other’ deposits 
with the RBI (usually .a relatively small 
amount). j 

When the Government finances a part of 
its expenditure, for want of any other 
resources, by undertaking additional net 
borrowing from the RBI, itis said toundertake 
deficit financing. Deficit financing ina period 
thus comprises increase in the Government's 
net borrowing from the RBI. As may be Seen 
in Table 10.3, deficit financing by the 
Government has been generally by far the 
most important factor for the increase in 
Reserve Money. 

Table 10.3 shows that, except for the 
Fifth Plan period (1974-79), Government 
deficit financing has been by far the most 
important factor for the increase in Reserve 
Money. In several Plan periods such as the 
Second Plan period (1957-61), the Third Plan 
pericd (1961-66), the Annual Plan period 
(1979-80), the Sixth Plan period (1980-85), 
and the first four years of the Seventh Plan 
period (1985-90), deficit financing has been 
more than the total increase in Reserve Money. 
Over the entire period of planned development 
(1951-90), deficit financing has accounted for 
101.4 of the total increase in Reserve Money. 
The increase in Reserve Money on account of 
all other factors has-been more than offset by 
the increase in non-monetary liabilities of the 
RBI. Deficit financing, then, has beén the all- 
important factor for the increase in Reserve 
Money. In the past, particularly in the late 
1970s and the early 1980s, the States also 
indulged in a considerable amount of deficit 
financing but since October 1985 they have 


2 Net lending means lending to specified borrowers less increase in their deposit with the RBI. 
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been forbidden to do so beyond the very 
limited amount allowed to them to meet 
temporary shortages of funds arising over 
the course of the year. The deficit financing 
has been undertaken thereafter only by the 
Central Government. 

An increase in Reserve Money means an 
increase in its four components mentioned 
above. Two of these components, namely, 
currency (notes and coins) with the public 
and ‘other’ deposits with the RBI, are also a 
component of M,. Accordingly, the extent to 
which the increase in Reserve Money (RM) is 
accounted for by the increase in these 
components ofit, thereis directly an increase 
in M,. Over the 40-year period 1950-90, of 
the total increase of Rs 71,584 crores in 
Reserve Money, the above two components 
accounted for Rs 45,976 crores. To this 
extent the increase in Reserve Money directly 
added to M,. The balance increase of 
Rs 25,608 crores in RM was accounted for by 
its other two components, namely, cash in 
hand with banks and banks deposits with 
RBI. The two items constitute the banks’ 
Cash reserves. These reserves are not 
themselves a part of M,. Increase in these 
Teserves, therefore, does not by itself add to 
M,. It does this only indirectly. The increase 

_ in cash reserves enables the banks to meet 
withdrawals arising from demand and time 
deposits held by the public with the banks 
by several times the increasein cash reserves. 
The banks create extra deposits by additional 
lending since the amount lent by them 
returns largely to them sooner or later as 
deposits. Since these deposits are a part of 
M,, the increase in M, on account of increase 
in cash reserves is several times the increase 
in the latter. It is for this reason that the total 
increase in M, including all its components 
is several times the increase in RM. Over the 
Period 1950-90, an increase of Rs 71,584 
Crores in RM has gone with an increase of 
Rs 2,27,119 crores in M,. The ratio of the 
increase in M, to the increase in RM works 
out to 3.17. This ratio is termed the 
incremental money-multiplier. 
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` How did an increase in banks’ cash 
reserves become the basis for increase in the 
demand and time deposits held by the public 
with the banks'by several times the increase 
in cash reserves? Normally, the withdrawals 
of funds ona particular day or ina particular 
week are met by the banks by fresh flow of 
funds to them. Cash reserves are needed 
only to the extent that withdrawals might 
exceed fresh deposits that day or that week. 
The required cash reserves are thus normally 
asmall fraction of the totalamount withdrawn 
that day or that week, and the latter in turn 
are a small fraction of the total deposits held 
with them. Clearly, the cash reserves 
available for meeting excess withdrawals 
need tobea small fraction of the total deposits 
held with the banks. In other words, a given 
amount of cash reserves is sufficient to meet 
withdrawals arising out of deposits which 
are several times the amount of cashreserves. 
Accordingly, when the banks’ cash reserves 
increase on account of increase ‘in Reserve 
Money, the Sbariks increase their lending. 
This is, indeed, how they make money. A 
large part of the amount lent, when spent by 
the borrowers, returns to the banks as 
deposits of those who reteived this amount 
in payment. To this extent, inerease inbanks’ 
lending results in an increase in the 
deposits held by the public with them. The 
banks go on increasing their outstanding 
lending, and hence deposit creation, till the 
deposits have increased by several times the 
increase in cash reserves and the latter 
are just sufficient to meet the excess 
withdrawals arising out of the increased 
amount of deposits. 

To sum up: The increase in aggregate 
monetary ‘resources since mid-1950s, 
particularly since mid- 1960s has been much 
faster than thegrowth rate of GDP at constant 
prices resulting in strong rising trend in the 
general price level. The excessive growth of 
Reserve Money and hence of M,, in turn, has 
been due, first and foremost, to heavy deficit 
financing by the Government. This, then, 
has been the key factor responsible for the 


120° 


persistent rising trend in the general price 
level, particularly since the 1960s. 
The persistent rising trend in the general 
, price level has been strengthened or 
moderated by other factors from time to 
time. Any factor which for the time being 
slows down the growth of GDP in real terms, 
tends to widen the gap between the growth 
rate of M, and the GDP at constant prices 
and hence lends further strength to the 
rising price trend, thatis, makes for asharper 
rise in prices. Droughts, floods anë dther 
natural calamities which have an adverse 
impact on agricultural production directly 
and on production in other sectors indirectly, 
are such factors which are important. 
Inadequate production of food and other 
essential products which have a relatively 
inelastic demand (that is, the quantity 
demanded changes very little with changes 
in price), results in much sharper increase in 
, prices than is the case with the products 
. which have a relatively elastic demand. That 
is why thesharpest price rises in the country, 
those in 1966-67, 1973-74, 1979-80 and 
1987-88, had all been touched off by droughts 
leading to low food production. Work stoppage 
and go-slows asa result ofindustrial disputes 
have a similar impact on production and 
prices. When commoditiesare hoarded (that 
is, withheld from the market) in anticipation 
of a future rise in price or to force a rise in 
. Prices, the effect is similar to that of decline 
-inproduction and the prices tend to rise even 
more sharply. Conversely, good agricultural 
seasons and bumper crops have tended toa 
more moderate price rise. Net imports, that 
is excess of imports over exports, like higher 
domestic production, tend to slow down the 
price rise on account of improved domestic: 
availability of goods. A liberal import policy 
thus tends to moderate inflation. Conversely, 
a tighter import policy tends to sharpen the 
1 price rise. 
While increases in M, unmatched by 
due increases in GDP in real terms tend to 
- raise prices, the opposite may also happen. 
Increases in prices necessitated by increases 
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in costs may force increase in M,. If for such 
reasons as increase in real wages, decline in 
production efficiency, devaluation of the 
rupee (that is, reduction of the value of the 
rupee in terms of foreign currency, which 
raises the rupee cost of the imported 
products), the rise in prices in the world 
markets, etc., the cost of home produced 
and imported products rises, an upward rise 
in prices will be necessary to maintain 
profitability, otherwise the affected econ: Nic 
activities may be slowed down. In such cases, 
it may be necessary to let M, increase to the 
required extent to make possible the desired 
rise in the general price level. 

It follows that while the price situation 
has been dominated most of the time by 
heavy deficit financing by the Government, 
within the persistent rising trend in the 
general price level, from time to time other 
factors have tended to make the price rise 
very sharp in some periods and more 
moderate in some other. 


Price Stability 
Undesirable Consequences of Inflation 


There is general agreement in this country 
that inflation is a destabilising and disruptive 
factor and every effort must be made to avoid 
it. Itis an undesirable way ofraising resources 
as it leads to very unjust sharing of the 
burdens and benefits of development. The 
worst sufferers are the wage-earners as wages 
seldom keep up with prices. This is 
particularly so in the vast unorganised sector 
where trade unions are non-existent or very 
weak and where indexation of wages (that is, 
grant of a dearness allowance linked to a 
consumer price index) is generally unknown. 
Def.cit cultivators, who have to supplement 
their own production of foodgrains by 
purchases on the market, also suffer. 
Traders, manufacturers, surplus-producing 
substantial cultivators and the other relatively 
well-off strata are the gainers. Inflation 
encourages conspicuous and inessential 
consumption on the part of the sections of 
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the population who benefit from it. It 
discourages exports (for the country becomes 
an expensive source of supplies) and builds 
up pressure for enlarged imports (to take 
advantage of rising domestic prices). It 
eventually forces devaluation or depreciation 
of the currency. There is no evidence to 
Suggest that in this country rising prices 
benefit government finances ( by adding 
more to revenue than to expenditure), or 
raise the rate of saving. There is, however, 
plenty of evidence that inflation misdirects 
available savings into low priority and 
undesirable investment such as luxury 
housing, entertainment facilities and hoarding 
of commodities to take advantage of rising 
prices. Rational business accounting is 
rendered difficult when the unit of account 
(the rupee) is itself losing value (in terms of 
goods and services). By generating widespread 
political unrest, inflation threatens political 
and social stability. The motto in India is, 
therefore, growth with stability. Price stability 
is an essential element of overall stability. 

Absolute price stability is neither 
practicable nor desirable. Some price rise is 
inevitable in a developing economy, and may 
be even desirable. But it does not have to be 
of the order actually experienced in India, 
particularly since 1963-64. 


Prevention of Inflation 


The above discussion of the causes of the 
Price rise suggests that the most important 
Step towards ensuring relative price stability 
would be to bring down government deficit 
financing drastically from the very high levels 
observed in recent years. To this end the 


Central Government will need to avoid large . 


budgetary deficits so that its net borrowing 
from the RBI may be kept down to the 
minimum. At the same time the other two 
rowers from the RBI, namely, the banks 
and the commercial tor, may not be 
allowed to undertake 


sessive borrowing 
from the RBI as this will have the same 
impact on aggregate monetary resources 
(M,), and hence on the price level, as excessive 
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government deficit financing. Care may also 
betaken that the banks do not even otherwise 
extend excessive credit to thé’ commercial 
sector as this leads ‘to excessive growth in 
deposits held by the public with the banks 
and ‘hence in M, (as these deposits'‘are a 
component, indeed the largest component, 
ofM.). All this requires that effective measures 
be taken to step up voluntary domestic saving 
so that a rising volume of capital formation 
may be financed without unduly large 
borrowing from the banks and the RBI. 

Other measures for relative price stability 
may include the following: 


1. Sustained and adequate growth of 
production, particularly of food and 
other essential goods for mass 
consumption, by loosening and over- 
coming the various constraints on 
creation and full utilisation ‘of 
production capacity. 

2. Determined and repeated drive for all- 
round efficiency and cost-consciousness 
with a view to working towards a low- 
cost economy. 

3. Judicious use of controls to tide over 
temporary scarcity situations and to 
guard against their creating inflation- 
ary anticipations. f 

4. Building up adequate reserves of stra- 
tegic materials and foreign exchange 
so that unavoidable shortfalls in pro- 
duction can be made up by drawing 
upon reserve stocks and by imports, 
thus safeguarding against inflation- 
generating scarcities. — 

5. An efficient monitoring system so that 
specific scarcities can be known and 
remedial action taken well in advance. 

6. Adequate measures against restrictive 
trade practices aimed at creating ar- 
tificial scarcities and against hoarding 
and profiteering. 

7. Resistance to organised pressure of 
various groups of producers such as 
substantial farmers and manufactur- 
ers to secure higher than justified 
increase in controlled prices. 
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8. Avoidance, in general, of increases in 
wages, bonuses, etc., unrelated to in- 
creases in productivity. 

9. Avoidance of excessive, unnecessary 
and unjustified exposure of the Indian 
economy to the world market which 
is afflicted by periodic surges of inflation. 
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Given effective preventive and 
remedial measures, the Indian economy 
need not experience the sort of inflationary 
situations that have been observed 
periodically since the mid-sixties and 
growth with stability may be substantially 
realised. 


EXERCISE 


at ond = 


. Mention the principal indicators of changes in the price level. 

. Give the main features of the course of price since Independence. 

. Explain (the courses) general rising price trend in India. 

. Why does price policy favour general price stability? 

. Project: Go to the nearest market. Collect information about prices of 20 commodities 


and their respective prices last year. Find out the percentage change in price. 
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The Employment Problem 


EMPLOYMENT is an activity undertaken for: 


the sake of income in cash or kind. Since 
national income is the product of aggre- 
gate volume of employment and its average 
productivity, fuller employment’ of India’s 
working-age population and its higher pro- 
ductivity (that is, output per day by value) 
holds the key to higher levels of national 
income and reasonable average income 
level to the population. Employment is, 
in fact,?crucial to reduction and removal 
of poverty. For these reasons, it now fig- 
ures among the foremost development 
Priorities of the country. 


Aspects of the Employment Problem 


In its quest for fuller and more productive 
employment, the country faces three distinct 
but interrelated problems. Firstly, the labour 
force (economically active persons) forms a 
low proportion of the total population. 
Secondly, a substantial proportion of the 
labour force is unemployed or under- 
employed?. Thirdly, the productivity of those 
employed is, in general, very low. The three 


aspects of the employment problem, in 
combination, are responsible for the country’s 
very low per capita income, rather low growth 
rate of the national income, and the existence 
of mass poverty. A satisfactory solution to 
the employment problem calls for remedial 
measures for all the three aspects of it. 


Low Rate of Labour Force Participation 


The National Sample Survey (NSS) canicd 
out its fourth intensive survey of einpluyment 
and unemployment in 1987-88. it showed 
the labour force participation rate (that is, 
the ratio of the labour force person-days” w 
the total person-days of the population)‘ as 
52.45 per cent for males, only 20.10 per cent 
for females and 36.77 per cent for person- 
days of the two taken together. The labour 
force includes all economically active persons, 
that is, those who are working or seeking 
work or are available for it. The above 
estimates included economically active 
children below 15 years ofage. Itisa pity that 
they participate in the labour force. Their 
rightful place is in school. If, as directed by 


‘ Fuller employment means that, on the average, a higher proportion of the working-age population 


is working, more days in a year. 
each case. 
? That is, works fewer days in a year an 
y fully employed person. 
A person-day refers to a day spen! 


and longer hours per day till the desired level is reached in 
d fewer hours per day than the normal required ofa 


t by a person in a given position, in this case as a member 


of the labour force and in the second case as a member of the population. 
‘This definition is considered the most satisfactory measure of the labour force participation 


rate, 
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the Indian Constitution (Article 45), free and 
compulsory education for all children up to 
the age of 14 had been provided by even 
1980, the age-group 5-14 would not have 
figured in the labour force. In that case the 
estimated labour force participation rate in 
1987-88 would be 50. 18 per cent, 18.71 per 
cent and 35.13 per cent for the males, the 
females, and the two taken together, 
respectively. This is very low as compared to 
the rates in advanced countries. The over-all 
labour force participation rate was as high as 
over 50 per cent in Denmark (1986), Finland 
(1989), the USA (1989), and Japan (1988). It 
was well over 40 per cent in almost all other 
advanced countries. India’s low labour force 
participation rate implies that economically 
active persons have to carry a high burden of 
dependency. Every four economically active 
persons have, on the average, to Support 
about seven inactive dependents. This is a 
major reason, though not the only one, for 
India’s low per capita income and widespread 
poverty. 

Two main factors that are responsible 
for India's low labour force participation rate 
are (i) the age-structure of the population 
and (ii) the very low activity rate among adult 
women. In 1987-88 those under 15 years 
constituted 39.52 per cent of the total 
population. The Seventh Plan document 
projected a decline in this percentage to 
38.25 in 1989, 36.0 in 1990 and 31.65 in 
2000, in each case as on 1 March. Latest 
indications in this regard suggest a slower 
decline in this percentage than that shownin 
the above estimates. In the advanced 
countries, in contrast, the below-15 age- 
group forms only around 20 per cent of the 
population. As long as children below 
working-age form such a high proportion of 
the population as at present, the labour force 
participation rate in this country will 
necessarily remain low. Improvement in the 
age-structure of the population requires a 
drastic reduction in birth and death rates. In 

our conditions, only a slow progress in that 
direction may be initially expected. It is 
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important to ensure that it picks up 
momentum steadily. 

In the advanced countries a high 
proportion of working-age women are 
economically active, The rate was 49.9 per 
cent in Denmark (1986), 47.7 per cent in 
Finland, 44.7 per cent in the USA (1989) and 
39.7 per cent in Japan. In most advanced 
countries it approaches or is over 40 per 
cent. The high economic activity rate among 
women, and the independent economic status 
that results from this, has been the most 
important factor for raising the economic 
and social status of women in industrialised 
countries. It has also greatly added to the 
production capability of these countries. On 
the other hand, in India, the NSS 1987-88 
survey showed that the activity rate among 
the 15-59 age-group of women was only 
18.71 per cent. The Plan documents 
anticipate only a slow improvement in this 
percentage up to 2000. With the exception of 
a small minority, Indian women remain 
trapped in household drudgery, generally of 
a very degrading kind. The vast majority of 
women still remain exploited and oppressed. 
Considerations both of economic 
development of the country and uplift of 
women call for greatly enlarged opportunities 
for women to participate in gainful economic 
activity. Necessary institutional, economic, 
technical, social, birth control and educational 
measures need to be pursued with vigour to 
release women from domestic drudgery and 
draw them into the labour force. 

In order to raise the labour force 
Participation rate among both men and 
women, besides reducing the proportion of 
below- 15-year persons in the total population, 
the incidence of malnutrition, disease. 
infirmity and disability must be reduced to 
the minimum, through improvement in food, 
nutrition, living and working conditions, 
health care and environment. There is need 
for a major improvement in the present low 
general standard of physical and mental 
health of the population. An effective 
campaign aimed at drawing all parasitic and 
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anti-social elements into productive work is 
very much called for. The culture of living by 
the sweat of one's brow must be spread. The 
need fora longand sustained haul to national 
prosperity should sink deep into national 
consciousness. 

All this, however, will be of little avail if 
employment opportunities do not grow ahead 
of the desired increase in the labour force 
participation rate. Expanding demand for 
labour is a crucial pre-condition for an 
enlarged supply of it. If employment 
opportunities remain as limited as at present, 
the desired improvement in the participation 
rate will not take place for want of necessary 
incentives. Under the present conditions if 
an improvement does take place, the outcome 
willbe growing unemploymentand not rising 
national prosperity. What the country needs 
is an improvement in the labour force 
participation rate together with rapidly 
growing employment opportunities. 


Unemployment and Under-employment ` 


The rate of unemployment is measured by 
the ratio of the unemployed to the labour 
force’, The NSS surveys 1987-88 estimated 
the over-all unemploymentrate onan average 
day at 6.09 per cent of the labour force 
person-days. Urban areas and women 
showed a higher than the average rafe of 
unemployment. The rate in the urban areas 
was 9.36 per cent as against 5.25 per cent in 
the rural areas, and 7.81 per cent among 
females as against 5.54 per cent among 
males. So few women seek gainful 
employment and yet so many of them are 
denied the chance to engage in it. 


Rate of Unemployment 

The rate of unemployment varied overa wide 
range among the different States. The NSS 
1987-88 survey brought out that the highest 
rates of unemployment were in the two 
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southern States of Kerala and Tamil Nadu 
and the three eastern States of West Bengal, 
Orissa and Assam and that the lowest rates 
of unemployment were in the hill State of 
Manipurin the North-East, Madhya Pradesh 
in the middle, Himachal Pradesh in the 
north, and Karnataka in the south. The 
relatively backward States of Uttar Pradesh, 
Bihar and Rajasthan as well as considerably 
better developed Jammu and Kashmir in the 
north also showed low rates of 
unemployment. The relatively developed 
States of Punjab in the north and 
Maharashtra and Gujarat in the west had a 
moderate over-all rate of unemployment. So 
also did Tripura in the extreme east. All the 
States mentioned above had much higher 
rates of unemployment in urban areas, 
particularly among women, than in rural 
areas. 

No single factor explains these inter- 
Statevariations in the rateofunemployment. 
Generally speaking, high rates of 
unemployment were observed in States 
where (i) the ratio of agricultural workers to 
cultivators was high; (ii) there wasa relatively 
high rate of urbanisation unmatched by the 
same level of industrial development; (iii) the 
pressure on agricultural land was very heavy 
(that is, the land-man ratio in agriculture 
was low); (iv) the labour force participation 
rate among women was high; and (v) high 
school and university education was more 
widespread. Clearly, the level and pace of 
development is not the only factor bearingon 
the rate of unemployment. The structure of 
the economy and society, and the character 
of development seem to have had a more 
powerful impact on it. 


Unemployment among the Youth: 
Unemployment weighs very heavily on the 
youth, The worst affected is the age-group 
15-29. In each category of the labour force 
distinguished by sex (female; male) and 


5 The labour force includes persons who are working or are secking or available for work. It 
equals the aggregate of the employed and unemployed persons. 
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TABLE 11.1 


Rate of Unemployment of the Educated and the Total Labour Force 1987-88 
(Percentage) 


Rural Urban Total 
Male Female Total Male Female Total Male Female Total 
Male Female Total 
Secondary 10.5 33.5 12.2 8.8 22.8 .10.4 9.7 28.2 11.7 
Graduate and above 15.0 37.3 16.9 7.4 21.0 9.8 10.2 24.2 12.2 
Total educated 11.4 34.1 13.6 8.3 220 10.2 9.9 26.8 11.9 
Total labour force 4.6 6.9 5.2 8.8 12.0 9.4 5.5 7.6 6.1 


Source : NSS, Fourth Survey of Employment and Unemployment, 1987-88 


residence (rural; urban) this age-group 
showed the highest rate of unemployment, 
which exceeded by far the over-all rate for 
that particular category. It is, indeed, a very 
painful experience for the unemployed youth 
to find that in the vast spaces of the 
motherland there is no room for them, no 
outlet for their brimming energies, and no 
opportunities to contribute to the prosperity 
of their country and the well-being of their 
families. 


Educated Unemployment: Normally education 
may be expected to improve employability. 
But this is not necessarily so in India. The 
NSS 1987-88 Survey revealed that the 
incidence of unemployment was the highest 
among the educated, that is, those with 
secondary and. higher educational levels. 
This is shown in Table 11.1 
Table 11.1 shows that in 1987-88 the 
rate of unemployment among the educated 
as a whole was higher than that among the 
total labour force including the educated 
and the others, being 11.9 per cent against 
-6.1 per cent. This was so in each individual 
category, male and female, rural and urban 
with the exception of urban males who 
` showed a slightly lower unemployment rate. 
The rate of unemployment among educated 
women of both secondary and graduate and 


above levels was very high, particularly in . 


the rural areas. The over-all rate of unem- 
ployment was higher at the graduate and 


above levels relatively to the secondary level. 
Taking the ruraland urban areas separately, 
in the rural areas the graduates and above 
levels showed a much higher rate of 
unemployment; on the contrary, in the urban 
areas the secondary cateyory showed a higher 
rate. 

The above shows that the higher 
educational system is not well attuned to the 
needs of the Indian economy and society. 
There is a massive wastage of educated and 
trained manpower. Unemployment is always 
bad, but it is much more so when it affects 
persons who are among the brightest in 
society and have been educated and trained 
at heavy public and private cost. 


Underemployment 


The wastage of manpower on account of 
unemployment. is made worse by the even 
more widespread underemployment of the 
employed. In the NSS 1987-88 survey a 
person was considered to be employed for a 
full day if he had worked for four hours or 
More on that day, and employed for a half- 
day if he had worked one hour or more but 
less than four hours. Thus,'a person classified 
as employed fora full day did not necessarily 
imply the normal eight hours of work; nor 
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as employed. Again, the survey took into 
account only hours of work and did not 
reckon the intensity of effort. Classification 
as employed, therefore, did not rule out 
underemploymentin the form of low intensity 
of effort compared with the accepted norms. 
The NSS survey provided no clue to the 
incidence of underemployment in the above 
two forms. 

The measurement of employment in the 
Sixth Five Year Plan in terms of standard 
person-years suggests a method of working 
out at least a broad estimate of the extent of 
underemployment. A standard person-year 
was defined as 273 days of eight hours each, 
that is, 2,184 hours ofemployment ofnormal 
productivity. Labour output ‘coefficients 
which indicate the number of hours of labour 
of normal productivity,required to produce a 
unit output in different activity sectors were 
worked out on the basis of actual experience 
in India. Using these coefficients, the total 
output of the economy in 1984-85 was 
estimated in the Seventh Plan document as 
equivalent to 186.77 million standard person- 
years of employment. The document 
estimated the labour force by usual status® 
in March 1985 at 305.4 million? and 
unemloyment at 9.2 million. This gives a 
work force? estimate,of 296.2 million. Taking 
into account the annual increase in the work 
force, it may be estimated at 289 million in 
March 1984 and at 292.6 million as the 
overage for 1984-85. This suggests that the 
1984-85 total output could have been 
produced by 36.2 per cent fewer persons if 
each of the persons in the work force had 
worked, on an average, 273 days of eight 
hours each, with normal productivity. This 
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gives a broad idea of ‘the extent of 
underemployment of the work force in the two 
forms mentioned above. Underemployment 
is the highest among those sections of the 
work force who are self-employed or have 
casual wage employment. Since the work 
force engaged in agriculture and allied 
activities has the highest proportion of these 
categories, the incidence of underemployment 
is the highest in this sector. It is much less 
pronounced in most non-agricultural 
activities. 

The above brings out that not only is the 
labour force a low proportion of the popu- 
lation, a substantial proportion ofit is wasted 
in unemployment and underemployment. 
Accordingly, adequate employment of the 
population in gainful economic activity by 
(i) raising the labour force participation rate, 
and (ii) reducing unemployment and under- 
employment to the minimum emerges as a 
crucial aspect of the employment problem in 
India. 


Low Productivity of Employment 


The discussion of the employment problem 
has so far focussed only on its quantitative 
aspect, that is, on the fact that the quatity of 
labour input into gainful economic activity is 
very low, relatively to the size of the 
population. It is this aspect of the problem 
which has attracted most attention in the, 
country. But there is a second aspect of the 
problem which isat least as important as the 
quantitativeaspect, namely, the productivity 
aspect ofemployment. What matters most is 
not how many person-years of work"! have 
been put in but what has been produced as 
as a result. 


ê The remaining 92 days in a year are taken as non-working days on account of Sundays, 


holidays, festivals, ete. 


7 Seventh 1985-90, Vol. Il, Paragraph 5.12, p.113 
* that. te mar ibeni status (employed, unemployed or’ not in the labour force) over the 


` greater‘part- of the year 


° Seventh Year Plan 1985-90, Vol. il, Table 5.1, p.113 
S The work tne equal to the labour force minus the unemployed among them. In other 


words, it is the employed part of the labour force. 
2A person-year of work means one person working for a year. 
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Without a major improvement in the 
productivity of employment (that is, output 
per person-day by value), it will be impossible 
to realise the professed national objective of 
removal of poverty within a reasonable period. 
Moreover, removal of poverty is by no means 
the limit of our national ambition. With a 
substantial proportion ofthe population living 
at the level of bare subsistence (implied in 
the poverty line as defined in the Plan). we 
can never hope to win a place among the 
advanced countries. That will call for much 
higher levels of living which can only be 
ensured by a several-fold increase in 
productivity. Increase in per capita labour 
input or standard person-years of 
employment, is a once-for-all progress. 
Beyond a point no further rise in it will be 
possible. But improvement in productivity 
provides an endless opportunity. The 
advanced countries certainly have a much 
larger labour input per capita, but it is 
primarily their much higher productivity of 
labour that puts them far ahead of India in 
per capita incomeand consumption. Clearly, 
the productivity aspect of employment must 
be given at least as much importance as is 
currently attached to its volume. 


Essentials of an Employment Policy 


Awell-conceived employment policy for India 
may take into account the size as well as the 
nature of the problem. The problem, firstly, 
is to provide vast numbers with opportunities 
for gainful employment. This would be clear 
from the following. The Planning Commission 
in a paper in 1990"? estimated the existing 
employmentason 1 April 1990 at 28 million, 
comprising 16 million unemployed and 
12 million severely underemployed. The total 
employed on the same date were estimated 
at 300 million excluding the 12 million 
severely underemployed. This yielded a 
labour force estimate of 328 million 
comprising 300 million employed and 28 
Se et ou Mere 
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million severely underemployed. The labour 
force was expected to increase by 37 million 
during 1990-95 and by 41 million during 
1995-2000. Thus, the requirement of 
additional employment for the 28 million 
existing unemployed as on 1 April 1990 and 
the 78 million increase in the labour force 
was estimated at 106 million, so that it was 
required to raise the number of the employed 
from 300 million as on 1 April 1990 to 406 
million by 31 March 2000. This would require 
an average annual increase of 3 per cent. 
India has never secured this order of 
growth of employment in the past. It was 
according to the Planning Commission 
paper,'* 2 per cent per annum in the 1970s 
and 1980s but only 1.55 percent perannum 
in recent years in spite of the improvement in 
the growth rate of GDP. Furthermore, while 
between 1972-73 and 1977-88, 1 per cent 
growth of GDP resulted in 0.6 per cent 
growth of employment and between 1977- 
78 and 1983, in 0.55 per cent growth óf 
employment, it fell to 0.38 per cent between 
1983 and 1987-88. If the last trend 
continued, 3 per cent growth rate of 
employment would require 8 per cent (3 + 
0.38 per cent) growth rate of GDP. This looks 
almost impossible in this country, It is then 
of the utmost importance to adopt policies 
and measures that would raise growth in 
employment for 1 per cent growth rate of 
GDP toat least 0.5 per cent, taking care that 
the growth rate of modern industry is not 
hampered on the grounds that in this sector 
direct employment generation per 1 per cent 
growth of GDP is low. There must be a due 
balance between agriculture and industry, 
between large and small industry and 
between production of goods and that of 
Services. Such a balance mightyield a proper 
balance between capital-intensive (using 
more capital and less labour per unit of 
output) and labour-intensive (using more 
labour and less capital per unit of output) 


12 Employment, Past Trends and Prospects for 1990s, May 1990, Paragraphs 23-24, Pp.7 and 8 


3 ibid, Paragraph 25.9 
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sectors of the economy, thus securing 
0.5 per cent growth rate of employment 
per 1 per cent growth rate of GDP. In this 
case 3 per cent growth rate of employment 
would require (3 + 0.5) 6 per cent growth rate 
of GDP, thus bringing it within the bounds of 
probability, while 3 per cent annual growth 
of GDP will be accounted for by equivalent 
growth of employment, the balance close to 


3 per cent growth of GDP will be provided by . 


annual improvement in productivity of 
employment so that this aspect of 
the employment problem will also be taken 
care of, 


Avoidance of Wasteful Special 
Employment Programmes 


Employment generation may be built into 
the annual process of development as 
required above to raise employment growth 
per 1 per cent growth in GDP at constant 
prices from the recent 0.38 per cent to the 
desired 0.5 per cent. It must not rely on 
special employment programmes except in 
really special cases as these are usually 
carried out at a lowlevelofefliciency, generally 
involve a considerable leakage of funds and 
do not build up the permanent employment 
potential ofthe economy matching the public 
investment in these programmes. Instead, 
available funds may be added totheresources 
for normal development programmes that 
may offer a large scope for expanding 
production and employment. Among these 
may be projects in such fields as irrigation, 
drainage and flood control, agriculture and 
allied activities, hydro-power development, 
rural electrification, soil conservation, 
afforestation, village roads and viable small 
industries. It may also be justified to enlarge 
programmes which, though they make 
relatively limited addtion to employment in 
the present, will benefit production greatly 
in the future by providing the country with a 
more healthy and better educated labour 
force. Programmes for the development of 
school education and health care facilities, 
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housing for the rural and urban poor, water 
supply and sewerage, essential facilities in 
slum areas, etc., fall under this category. 
Special public works programmes may be 
justified to provide relief to the population 
stricken by natural calamities but in this 
case, too, expenditure may go as far as 
possible to create permanent productive 
assets. Special employment programmes, if 
implemented inefficiently and wastefully, 
hamper permanent expansion ofemployment 
opportunities. 


Seasonal Unemployment 


Certain activities such as agriculture, 
industries based on processing of agricultural 
produce (such as sugar mills, rice-shellers, 
cotton-ginning units, etc.) and activities 
servicing agricultural production or seasonal 


‘consurmer needs show a decline in activity 


in certain seasons. As a result those engaged 
in these activities become unemployed 
for the time being. The employment policy, 
therefore, needs to include measures 
for reducing the volume of seasonal 
unemployment. These may include: 
(i) promotion of multiple cropping (that is, 
raising more than one crop on the same 
piece ofland ina year) by spreading irrigation, 
intensive use of fertilisers, selective 
mechanisation (to speed up preparation of 
the soil for the second crop after the first one 
has been harvested), short duration varieties 
and relay cropping so that agricultural activity 
is maintained at a high level over the greater 
part of the year; (ii) development of activities 
allied to agriculture such as animal 
husbandry, dairy-farming, horticulture and 
fish culture to provide extra employment to 
the agricultural labour force throughout the 
year; (iii) carrying out the Plan programmes of 
public investment in ruralareas in such fields 
as irrigation, drainage, flood control, land and 
environment improvement, rural roads, 
schools, hospitals, community building 
afforestation on public lands, and residential 
housing and aménitiés for the rural poor 
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mostly in the slack agricultural seasons; 

(tv) promotion of on-farm investment, overhaul 

of machinery, training of farm labour and 

Programmes for the eradication of illiteracy 
during slack seasons; (v) mechanisation of 
peak season activities so that a proportion of 
the labour force is permanently shifted from 
agriculture to non-seasonal activities and 
surplus labour in the slack season is reduced; 
and (vi) establishmentofa variety ofindustries 
which operate at different times of the year 
so that labour may be kept employed almost 
throughout the year by shifting from one 
seasonal industry to another. 


Technological Unemployment 


In an economy which is undergoing 
considerable technological change, some 
technological unemployment is inevitable. 
This term refers to persons who have been 
put out of work by the introduction of a 
superior technology in theirarea of operation, 
For instance, truck and bus transport may 
render idle numerous operators ,9f hand- 
pulled oranimal-drawn vehicles; a textile mill 
orarice-sheller may putourofwork numerous 
handloom weavers or hand pounders; and 
an electric saw may result in unemployment 
of the many who were previously employed 
in manual sawing of timber. In most such 
cases, it may not be a proper solution of the 
problem to put back the clock of technological 
and economic progress by forcinga return to 
the old technology by taxing modern units 
and subsiding old units, or by just banning 
or administratively limiting technologically 
advanced units. Instead the Proper solution 
would be to retrain the persons rendered idle 
by technological progress for employment in 
technologically superior units or elsewhere- 
in the economy. 


Reform of the Educational System 


There is no quick and easy solution to the 
immense and growing problem of the educated 
unemployed in the country, many of whom 
are acutally unemployable for being only 
half or poorly educated. While accelerated 
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growth, rapid industrialisation and moder- 
nisation ofagriculture may, by creating many 
more white-collar jobs, somewhat ease the 
situation, no conceivable rate and pattern of 
growth is likely to ensure reasonable 
employment opportunities to the flood that 
is pouring out of educational institutions 
every year. Only a drastic reform and 
upgradation of the educational system that 
limits its output to the number, categories 
and skills which the economy and society 
need, may reduce educated unemployment 
to manageable proportions. But such 
reshaping of the educational system cannot 
Possibly be carried out in isolation. It may be 
attempted successfully only as part of an 
overall reform of the Indian soicety. For the 
present, the needed drastic reform of the 
educational system is ‘not in sight. In 
the event, the prospects for. a significant 
decline in educated unemployment are none 
too bright. 


Measures to Bring Together Speedily 
Jobs and Job-seekers 


Movement from one job to another inevitably 
takes time, more so ifthis involves movement 
from one industry to another, from one trade 
to another, or from one locality to another. 
Unemployment during movément from one 
job to another is called frictional 
‘unemployment. It implies that there are at 
least as many vacancies as job-seekers but 
rigidities and frictions in the economy prevent 
instant matching of jobs and vacancies. In 
India frictiorial unemployment constitutes a 
small proportion of the total unemployment. 
At any time available vacancies are a tiny 
fraction of the number of job-seekers. Much 
of the unemployment is due to non- 
availability of vacancies and not to the time 
taken in filling these up. In other words, 
unemployment in India mostly represents 
Situations other than that of frictional 
unemployment. 

Employment exchanges are institutions 
for bringing together jobs and job-seekers. 
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Employers notify vacancies to the exchanges; 
the latter, in turn, pass on the information to 
the unemployed registered with them, who 
have the needed qualifications and direct 
them to contact the employer. Their role is 
that of a match-maker. There were about 
850 employment exchanges in the country 
at the end of 1989 and more were being 
added every year. A scheme jointly financed 
by the Centre and the States to computerise 
the larger,exchanges has been under way 
since the Seventh Plan period. There were 
over 34.6 million persons on their liveregister 
(that is, awaiting employment) at the end of 
1990; more than half of them were educated. 
During 1988, over 6.5 million person were 
newly registered with the employment 
exchanges but jobs were found for only 0.28 
million persons, that is, for one person against 
every 23 newly registered in 1990. The fault 
for the very poor results shown by the 
employment exchanges is not somuch theirs 
as of the circumstances under which 
they are required to operate. The exchanges 
are most effective when employment is 
mostly frictional, that is. when there are 
almost as many vacancies as the number of 
job-seekers. In India, the situation being 
very different, employment exchanges play a 
very limited role in tackling unemployment. 
This will be so even if the employment 
exchanges start functioning much more 
efficiently and honestly than they have 
been doing, as long as the available vacancies 
are far fewer than the number of job-seekers. 
Nevertheless, it may be an important 
concern of the employment policy to ensure 
that the employment exchanges function 
efficiently so that whatever frictional 
unemployment is there may be reduced 
to the minimum. 


Employment Opportunities for Women 


A significant Improvement in employment 
opportunities for women is linked up with an 
overall improvment in the employment 
situation. Nevertheless, it may be possible 
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for the employment policy to work towards a 
rise in the share of women in the public and 
private organised sector jobs which generally 
provide more secure and better paid jobs 
than employment in the unorganised sector. 

At present their share is very low (about 12 
per cent). To raise this share, it will be 
necessary, firstly, to induce and encourage 

employers to overcome the bias against 

employment of women which , to an extent, 

still persists though it is on the wane, 

Secondly, education and training oppor- 

tunities for women may be further expanded, 

diversified and made more easily accessible. 

Thirdly, residential accommodation for 

working mothers may be increased several- 

fold. Fourthly, there may be much greater | 
availability of creches and other facilities for 

child care during the working-hours of 

mothers. Finally, „public opinion may be 

educated to shed the traditional bias against 

female education, training and work away 

fram home. This bias continues to be quite 

strong in several parts of the coyntry. 


Scheme for providing Self-employment 
to Educated Unemployed Youth 


A scheme for providing self-employment in 
the industry, business and services sectors 
to about 2,00,000 to 2,50,000 educated 
unemployed youth every year was announced 
in August 1983. The scheme covers all areas 
except cities with a population of more than 
one million. Under the shceme unemployed 
persons in the age-group 18-35 years who are 
at least matriculates are provided with a loan 
of up to Rs 25,000, repayable in seven years, 
at 12.5 per cent rate of interest. The loan 
carries a 25 per cent capital subsidy. In other 
words, the beneficiary has to pay back only 
three-fourths of the amount ofloan assistance 
received by him. Since the inception of the 
scheme some modifications have been made 
in it. To encourage industrial ventures, the 
Joan limit forsuch ventures has been increased 
to Rs 35,000. Persons with a family income of 
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over Rs 10,000 per annum were made 
ineligible for assistance under the scheme. A 
minimum of 30 per cent of the beneficiaries 
were required to be from the Scheduled 
Castes/Tribes. The educated youth can apply 
for loan assistance through the District 
Industries Centre (DIC), which scrutinises 
the application and, if found in order, 
recommends it to a bank for loan assistance. 
The beneficiaries are also given the required 
training and other services. During the six- 
year period 1983-89, the banks sanctioned 
loans amounting to Rs 2,380.64 crores toa 
total of over 1.2 million applicants under the 
scheme. During the same period Rs 422.81 
crores were paid as capital subsidy to the 
beneficiaries. The scheme has been 
continued in the Eighth Plan period but the 
budgetary provision for it has been 
progressively reduced in 1991-92 and 
1992-93, suggesting that it may be gradually 
wound up. 

The scheme as implemented has been 
the subject of considerable public criticism. 
It is usually alleged that (i) pressure to fulfil 
the target for the number of loans to be 
granted stands in the way of properevaluation 
of projects and applications; (ii) on account 
of corruption in the DICs often undeserving 
projects/applicants are recommended for 
assistance while the deserving ones are left 
out because of the applicants’ inability or 
unwillingness to meet the demands of the 
concerned functionaries, (iii) the banks have 
insufficient time for proper verification of 
applications; (iv) there is some corruption 
also in the banks; (v) the loans do not always 
go to the unemployed youth as, in several 
cases, persons already employed are able to 
manage the loan by resorting to corruption; 
(vi) as the projects/ applicants often have not 
been carefully selected, it is feared that 
recovery may be a difficult problem; and 
(vii) there may be even wilful default in loan 
repayments by the beneficiaries in the hope 
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that the Government might under pressure 
write off at least a part of the loan. There may 
be an element of exaggeration in the above 
criticism but there is also some substance in 
it. Some reviews by various institutions and 
organisations in the States and the Union 
Territories reveal that 70 per cent of units 
financed were found working while the other 
30 per cent had either failed or were non- 
existent and that 33 per cent were defaulters 
in repayment of the bank loans. The major 
reason for the failure of the units was 
financial/credit and marketing problems. 
The unit-owners complained of problems 
with the banks such as reluctance to sanction 
loans to the recommended employed youth, 
inadequate finance, delay in paying the 
sanctioned loan amount and not allowing a 
six-month initial non-repayment period 
allowed under the shceme. As the scheme is 
now to be continued beyond the Seventh 
Plan period, effective steps may be taken to 
reduce these deficiencies to the minimum. 


Self-employment Programme for the 

Urban Poor (SEPUP) 

The Central Government introduced from 
September 1986 a new programme for relief 
of the urban poor. It aimed at promoting self- 
employment among the urban poor in all 
cities /towns with over 10,000 population and 
not covered under the Integrated Rural 
Development Programme (IRDP). The scheme 
was to be implemented through selected 
branches of public sector.banks. For every 
300 urban pépulation, assistance was to be 
available for one person, whose family income 
does not exceed Rs 5,000 at 10 per cent rate 
of interest. The Central Government was 
to provide a 25 per cent subsidy on the 
loan amount. During 1987-88 3,63,000 
beneficiaries were sanctioned loans fora total 
amountofRs 131.74 crores under the scheme. 
It was proposed to merge this scheme with 
the Jawahar Rozgar Yojna from 1992-93. 
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EXERCISE 


Why is employment considered so important in the Indian development policy? . 

Mention the major aspects of the employment problem in India? 

Why is labour force participation rate so low in India? Suggest remedial measures. 

Indicate the extent of unemployment in India. Mention the worst affected sections. 

Why is the incidence of unemployment much higher in some States than in others? 

What is underemployment? Can you give some idea of the extent of underemployment in India? 
Mention the worst affected sectors and sections of the population. 

Bring out the importance of raising labour productivity in India. 

What should be the essential elements of a well-conceived employment policy for'India? 
Why is growth of production of crucial importance for a solution to the employment problem? 
Suggest measures for this. 

Bring outthe importance of fuller and more productive employmentof the self-employed in India. 
Suggest measures for this. ` 


. Mention the sections worst affected by seasonal unemployment. Suggest measures for 


reducing seasonal unemployment to much below the present level. 
Explain technological unemployment. What should be the proper policy towards it? 
Suggest measures to deal with the problem of educated unemployment. 


. Bringout the role ofemployment exchanges in reducing unemployment, Why do these have only 


a limited role in India? 


. Bring out the importance of increased employment opportunities for women in the organised 


section. Suggest measures. 
Write a note on the scheme for providing self-employment to educated youth and self- 
employment programme for the urban poor. 


. Write a note on employment opportunities for women. 
, From a labour household find out the number of days he gets employment and the number of 


hours he is engaged and work out whether he is underemployed, seasonally employed or fully. 
employed. 
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Poverty 


Poverty may be defined as inability to secure 
the minimum consumption requirements 
for life, health and efficiency on account of 
insufficient income or assets. These 
requirements necessarily include minimum 
human needs in respect of food, clothing, 
housing, education and health. Denial of 
minimum consumption needs causes human 
misery. By damaging the health and efficiency 
of the afflicted section of the labour force, it 
makes it all the more difficult to raise 
production and relieve poverty in the future. 
The poverty-low productivity combination 
thus tends to be perpetuated. Relief and 
removal of poverty needs to be both a long- 
term goal and an essential Plank of the 
Strategy of development. 

Poverty-line : The Sixth Five Year Plan 
(1980-85) measured the cost of the minimum 
consumption required to meet the essential 
requirements of food equivalent to 2,400 
calories in rural areas and 2,100 calories in 
urban areas per person and some essential 
non-food items like clothing, shelter, etc., at 
Rs 65 per capita per month in 1977-78 
prices for rural areas and at Rs 75 per capita 
per month in urban areas. This was based 
on the quick results of the National Sample 

Survey (NSS) on household consumer 
expenditure from July 1977 to June 1978. 
The so-called poverty-line refers to this level 
of expenditure. Those below this level of 
consumption are treated as poor. The World 
Bank, IMF and western scholars term this 
line as tħe absolute poverty-line. With the 
rise in the price level since 1977-78, the cost 


ofthe minimum consumption level is adjusted 
in current value terms accordingly. 


Alleviation and Removal of Poverty 


Poverty is deeply rooted in (i) the low level of 
economic development, and (ii) the extreme 
inequalities of income and assets. When the 
national loaf is so small in comparison with 
the country’s population, and when it is so 
unequally shared, large numbers will 
inevitably have very“little to subsist on. It 
follows that alleviation and removal of, poverty 
calls for a two-pronged advance: the pace of 
economic development may be stepped up 
and there may be a perceptible decline in 
inequality of income. When the poor are 
ensured arising proportion ofa satisfactorily 
growing loaf, the country will be well set 
towards removal of poverty, provided at the 
same time the growth of population is greatly 
slowed down. 


Accelerated Growth, Essential | for 
Poverty Removal 


Accelerated growth is an essential condition 
for removal of poverty as attempts at 
redistribution of income (consumption) and 
at slowing down population growth may not 
by themselves make a significant impact on 
poverty. 

Firstly, a redistribution of income is very 
difficult to achieve when the national income 
is growing very slowly because this involves 
a reduction in the absolute income of the 
upper strata. While the upper and middle 
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strata might, under pressure, reconcile 
themselves toa slower growth of their income 
compared to the overall rate of growth, they 
would fiercely resist a decline in absolute 
income. In the prevailing socio-economic 
conditions, it may be unrealistic to assume 
that a drastic redistribution of income would 
be practicable. 

Secondly, when, as in 1988-89, the 
average monthly per capita final consumption 
expenditure was as low as about Rs 152 at 
1980-81 prices, the impact of even a drastic 
redistribution of income on the level of 
consumption might leave many well below 
the poverty-line. The view that at present 
mere redistribution of income will distribute 
poverty and not prosperity is an exaggeration, 
but not an altogether untrue statement. 

Thirdly, since the household net saving 
is the all-important source of net domestic 
Saving in India, the impact of redistribution 
ofincome on the rate of saving will need to be 
taken into account. The poorer strata, on the 
whole, tend to save, ifatall, a lower proportion 
of their additional income. When a certain 
amount of income is transferred from the 
richer to the poorer strata, the additional 
Saving by the poor may be much less than 
the amount that the rich would have saved 
outofthe transferred income, haditremained 
with them. In other words, as a result of 
redistribution of income the overall saving 
rate might go down. This would go against 
the need to raise the rate of saving to ensure 
a higher rate of capital formation and growth 
of income. The adverse impact of 
redistribution of income on household saving 
may be offset, up to a point, by measures to 
Step up the rate of saving by the government 
and the public sector. Beyond this point. 
however, a more drastic redistribution of 
income may hamper, instead of helping, the 
eventual removal of poverty. 

Again, no conceivable measures to limit 
the growth of population, may by themselves, 
tid the country of poverty. Firstly. poverty 
and the associated cultural backwardness 
are a major barrier to the success of family 
Planning. Progress of family planning itself 
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seems to depend, toa certain degree, on prior 
alleviation of poverty and backwardness. 
Secondly, poverty was even more acute in 
1950-51 when the country had considerably 
less than half the current (1991) population. 
A stable or even a smaller population, 
even if it might be achieved somehow in the 
face of current widespread poverty and 
backwardness, will not by itself guarantee 
removal of poverty. 

It follows that in an effective anti-poverty 
programme, policies and measures which 
aim ata higher growth rate ofnational income 
must play a crucial role. Since this would 
necessarily involve fullerand more productive 
employment of the working population, the 
employment policies discussed in Chapter 
11 would be of the greatest importance for 
the alleviation and eventual removal of 
poverty. i 

A high growth rate of national income is 
a necessary but not a sufficient condition for 
reasonable progress towards removal of 
poverty. It may be altogether offset by 
increased inequality of income. This may 
happen if the already well-off sections are 
allowed to corner the additional income 
largely, while the poor grow in number. It 
would not do either merely to prevent 
worsening of the present degree of inequality 
of income as removal of poverty will be then a 
very slow process extending over several 
decades. This is unlikely to meet the aroused 
expectations of the people. Social stability 
and orderly development require that the 
country may be seen to be moving firmly 
towards banishment of poverty during the 
next fifteen years or so. Even the highest rate 
ofgrowth that the country may possibly realise 
during this period will not achieve this goal. 

Besides higher growth rate there must 
also be a significant levelling up of incomes. 
The most important step in this direction will 
be expansion of wage and self-employment 
opportunities for the poor and improvement 
in their labour productivity. Measures for 
this have been discussed in Chapter 11. 
Other steps for levelling up incomes are 
mentioned below. 
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Firstly, poor wage workers, mainly 
agricultural workers and workers engaged 
in the unorganised sector, may be enabled to 
secure higher wages and better working 
conditions to the full extent justified by their 
level of labour productivity. This may be 
done through labour legislation and by 
encouraging formation of strong and united 
trade unions which may secure for poor 
wage workers what is their due. Secondly, 
indirect taxes on wage goods (that is, goods 
consumed by the masses), in any form, may 
be kept down to the unavoidable minimum. 
Indirect taxes may be limited, as far as 
possible, to the goods and services consumed 
by the well-off upper and middle strata. 
Thirdly, the development programme may 
provide for adequate expansion of the output 
of wage goods to match the rising incomes of 
the poor, otherwise their prices will tend to 
rise because of scarcity. Fourthly, poor 
households who have no able-bodied adults 
may be offered relief through programmes of 
social assistance. Fifthly, there may be 
adequate . expansion and qualitative 
improvement of social services, particularly 
free education and health care. Social services 
may be available, first and foremost, to the 
tural and urban poor who cannot afford the 
high cost of private education and health 
facilities. The poor might then use the money 
thus saved to improve their consumption of 
food, clothing and housing accommodation. 

Finally, the increased production of wage 
goods may be supplemented by measures to 
ensure their adequate availability to the poor 
at reasonable prices. Public authorities may 
prevent private industry and trade from 
indulging in restrictive practices and 
hoarding and profiteering for pushing upthe 
prices of wage goods. Where necessary the 
government may operate an effective and 
efficient public distribution system (that is, 
fair price shops) for essential wage goods. 
When wage goods are in short supply, the 
public distribution system may give first 
priority to meeting the minimum needs of 
the poor households while the well-off 
sections may be obliged to purchase their 
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requirements on the.market where higher 
prices prevail. In some situations it may be 
justifiable to keep the issue price of wage 
goods, supplied by the public distribution 
system, relatively stable by grant ofjudicious 
budgetary subsidies while action is initiated 
toaugmentsupplies by increased production 
or imports. In suitable cases the poor may be 
charged a lower price and the losses thus 
incurred may be made up by charging higher 
prices from the better-offstrata. An electricity 
tariff where consumption is charged at below 
cost rates up to a certain number of units of 
consumption and at above cost rates beyond 
that limit is favourable to the poor who 
usually consume fewer units of electricity. 
By taking these and other such measures, 
wage goods may be made available to the 
poor households at reasonable or even 
favourable prices. 

Given adequate measures for a higher 
growth rate and reduced inequality of income, 
success inrestraining the growth of population 
may contribute powerfully to removal of 
Poverty. With a slower growth of population 
the same growth rate of national income will 
yield a higher rate of improvement in per 
capita income, and hence in the levels of 
living. Again, faster growth of per capita 
income will make it easier to further raise the 
rate of saving and capital formation, and 
hence the growth rate of the economy. The 
cycle may repeat itself again and again at 
higher levels of national and per capita 
income, consumption, saving and capital 
formation. Progress towards banishment of 
poverty will then gather speed with every 
Successive cycle of the upward spiral of 
rising prosperity. Itis particularly important 
to spread family planning among the poor 
who can least afford large families. 

Vigorous and effective action along the 
above lines may largely remove degrading 
poverty from the country within a reasonable 
period, possibly in 15 years or so. 


Poverty and the Plans 
Smt. Indira Gandhi's call for removal of 
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poverty received massive support from the 
country in the 1971 general election. The 
Draft Fifth Plan 1974-79 gave an expression 
to the ruling party's commitment to the 
removal of poverty by accepting this as a 
major development goal which deserved the 
highest priority. Under-development and 
inequality were held to be the twin causes of 
poverty. Accordingly. accelerated growth and 
reduction in inequality were considered 
necessary for removal of mass poverty. The 
Draft Plan included policies and programmes 
for progress in both these directions. Removal 
of poverty was to be accomplished latest by 
1985-86, that is, over the following twelve 
years or so. 

During the two years following the 
adoption of the Draft Fifth Plan, the country 
had serious economic difficulties. These 
delayed the finalisation of the Fifth Plan to 
late 1976. The final version hardly mentioned 
the goal of removal of poverty. This was, 
perhaps, a consequence of the acute 
economic difficulties suffered during 1973- 
74 and 1974-75. 


Sixth Five Year Plan 


The Sixth Five Year Plan (1980-85) 
emphasised removal of poverty as a major 
task before the country. It estimated the 
percentage of population below the poverty- 
line in 1977-78 at 38.19 per cent in the 
urban areas, 50.82 per cent in the rural 
areas and 48,13 per cent in the combined 
rural and urban areas. The percentages 
varied from State to State depending upon 
the level of development and the degree of 
inequality of income and consumption. The 
combined percentage for rural and urban 
areas varied from 15.13 per cent in Punjab 
to'66.4 per cent in Orissa. The Plan set the 
target of reducing the population below the 
Poverty-line to 30 per cent in 1984-85 and 
to less than 10 per cent by 1994-95. This 
was to be accomplished by a two-pronged 
advance. Firstly, the overall rate of growth of 
the economy was to be accelerated from an 
average of about 3.5 per cent experienced 
Since 1950-51 to 5.2 per cent in the Sixth 
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Plan and 5.5 per cent in the Seventh Plan. 
Secondly, the share of the poorer sections in 
nationalincome, consumptionand utilisation 
of social services was to be raised. The rate 
of growth was to be raised by (i) increase in 
the rate of capital formation from 21.76 per 
cent in 1979-80 to 26.92 per cent in 1994- 
95, and (ii) bringing about a more vigorous 
response of output to capital formation (in 
other words, by lowering the incremental 
capital-output ratio). Measures towards 
reducing inequality included the following: 


1. Expansion ofemployment opportunities 
for the poor and diversification of 
occupations. 

2. Expansion of social services. 

3. Increased flow of credit to the poor to 
enable them to acquire and build up 
productive assets. 

4, Continued progress with the second 
phase of the land reform comprising 
protection of tenants, implementation of 
land ceilings and consolidation of land. 

5. Reduction of regional imbalances in 
development. 

6. Progressive taxation of income and 
wealth. 

7. Effective checks on the growth of 
population. 


Since over 85 per cent of the poor in the 
country lived in the rural areas, the Sixth 
Plan laid special emphasis on eradication of 
poverty in these areas. Besides the general 
measures for accelerated development and 
reduced inequality, it provided for two special 
employment programmes for the rural areas: 
(i) the Integrated Rural Development 
Programme (IRDP), and (ii) the National Rural 
Employment Programme (NREP). The IRDP 
sought toremove rural poverty by promoting 
fuller and more productive self-employment 
of the rural poor by enabling them to acquire 
productive assets, technology and skills for 
raising their production and productivity 
(that is, production per unit of labour). On 
the other hand, the NREP was aimed at 
providing the rural poor with supplementary 
wage-employment, particularly during the » 
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lean periods in agriculture. While the first 
programme was aimed at assisting those 
who had some assets (land, capital, skills, 
etc.) and were engaged in own activities 
(such as the marginal farmers, the landless 
engaged in animal husbandry, dairying, 
poultry-farming and fishing, the rural 
artisans, etc.), the second programme was 
primarily meant for those (such as 
agricultural or casual labourers, marginal 
farmers with tiny holding, etc.), who had 
very few assets, ifany, and depended mainly 
or substantially on wage employment. A 
third programme, the Rural Landless 
Employment Guarantee Programme (RLEGP) 
was added in 1983 during the course of 
ineplementation of the Sixth Plan. It was 
meant exclusively for the rural landless. It 
sought to guarantee wage employment up to 
100 days in a year to at least one member of 
every rural landless household. All these 
programmes for the alleviation and removal 
of rural poverty were to be integrated with 
the other development programmes so that 
the beneficiaries from the former programmes 
may take good advantage of the latter too, 
More details of the above three programmes 
are given under ‘Special Employment 
Programmes’ in this Chapter. 


Seventh Five Year Plan 


The Seventh Five Year Plan (1985-90) claimed 
that the process of economic growth and the 
anti-poverty programmes had made a 
significant impact on poverty. It estimated 
that the poverty ratio (the ratio of the poor to 
the total population) in the rural/urban areas 
had declined over the period 1977-78 
to 1984-85 as follows: rural areas, from 
51.2 per cent to 39.9 per cent; urban areas, 
38.2 per cent to 27.7 per cent; and the 
combined rural and urban areas, from 
48.3 per cent to 36.9 per cent. Besides 
continuation of the twofold approach, with 
some improvements and a more effective 
implementation of the anti-poverty 
programmes, it sought to support the anti- 
poverty drive also by several other measures. 
These included (i) improved access of the 
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poor to important social services like 
education and health through suck 
programmes as the minimum needs 
programme (MNP); (ii) reducing to th’ 
minimum the impact of inflation on the poor 
by providing them with supplies of foodgrains 
and other essential commodities through 
the public distribution system (PDS); 
(iii) special programmes to provide the 
specially disadvantaged sections such as 
the Scheduled Castes and Tribes, and the 
women with opportunities for improvement 
in their life; and (iv) measures to stimulate 
agricultural growth in the large areas where 
it had been particularly slow. All these 
measures, it anticipated, would bring about 
a considerable further decline in the poverty 
ratio over the five-year period 1985-90. The 
projected decline was as follows: rural areas, 
from 39,9 per cent to 28.2 per cent: urban 
areas, from 27.7 per cent to 19.3 per cent; 
and combined rural and urban areas, from 
36.9 per cent to 25.8 per cent. The Plan 
emphasised that the anti-poverty pro- 
grammes could not by themselves bring 
about a permanent eradication of poverty. 
They could do this only in the context of an 
expanding economy and rapid agricultural 
growth. A major improvement in the anti- 
poverty programmes which the Plan had in 
view was an effective integration of these 
programmes with the sectoral and area 
development programmes so that a 
comprehensive development ofeach district/ 
block may be undertaken taking into account 
its resources and scope for development. 
Theanti-poverty programmes in the Sixth 
and Seventh Plans were focussed on rural 
poverty as (i) the rural poor far outnumbered 
the urban poor, and (ii) it was observed that 
general economic growth had greater impact 
on poverty in the urban areas than in the 
rural areas so thal the latter needed special 
measures the most. The Seventh Plan, 
however, took note of the fact that the urban 
poor had also been rapidly growing in 
number, to a considerable extent, due to 
migration of the rural poor to the urban 
areas. It would no longer do, as had been 
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done in the past, merely to emphasise 
improvement in the living conditions of the 
slum-dwellers. Rather the problem of urban 
poverty had to be dealt with by taking 
simultaneous action in several directions 
including the following: 


l. Provisions of gainful employment to 
the unemployed, particularly women 
and youth. 

2. Increase in the earnings of those 
already employed in the low-paid jobs. 

8. A step-up in the productivity and 

- earnings of self-employed persons. 

4. Improved access of the urban poor 
to basic amenities like education, 
health care, sanitation and safe 
drinking-water. 


Progress in Poverty Removal ( 1987-88) 


The Government claimed in Parliament 
(8 July 1992) that by 1987-88, the poverty 
ratio, that is, the ratio of the poor to the total 
population, had been brought down to 29.9 
per cent. There were about 23.7 crore poor 
Indians, 19.59 crores in rural areas and 
4.17 crores in urban areas. 

The minister concerned, referring toa 
task force, added that the poverty-line had 
been defined as the per capita monthly 
. expenditure of Rs 49.09 in rural areas and 
Rs 56,64 in urban areas at 1973-74 prices 
corresponding to per capita daily food 
requirement of 2,400 calories in rural areas 
and 2,100 calories in urban areas. 

The above claim, however, has been 
disputed by a noted economist.’ He has 
claimed that the poverty ratio in 1987-88 
was much higher. 


Special Anti-Poverty Employment 
Programmes 

In recent years opinion has grown in India 
that for speedy removal of poverty it is not 
enough torelyon the ‘trickle down effect, that 
is, on gradual improvement in employment 


1 B.S. Minhas and Others, “Declining Incid 
Economic and Political Weekly, 6-13 July 
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and levels of living of the poor as a result of the 
overall growth of the economy. It is considered 
necessary to supplement this effect by direct 
measures to lift the poor above the poverty- 
line by providing them with enlarged 
opportunities foremployment and acquisition 
of productive assets. This view has led the 
Central Government to launch several special 
employment programmes for poverty 
removal. These include: (i) the Integrated 
Rural Development Programme (RDP), (ii) 
the National Rural Employment Programme 
(NREP); (iii) the Rural Landless Employment 
Guarantee Programme (RLEGP); and (iv) the 
Jawahar Rozgar Yojna (JRY). The NREP and 
the RLEGP were merged into a single 
programme for rural employment called 
Jawahar Rozgar Yojna from 1 April 1989. 
These programmes are briefly described 
below. 


Integrated Rural Development 
Programme (IRDP) 


The Programme was launched in its present 
form on 2 October 1980 and covered all the 
development blocks in the country. Itaims at 
assisting the families living below the poverty- 
line to cross this line by undertaking fuller 
and more productive self-employment. It 
seeks to achieve this objective by making 
available a package of subsidy and bank 
credit to the covered households to acquire 
productiveassets. including working capital. 
Special emphasis has been laid on assisting 
the Scheduled Castes and the Scheduled 
Tribes and women. The activities for which 
vassistance is made available include: primary 
activities such as agriculture, horticulture, 
sericulture, animal husbandry, etc; secondary: 
activities such as weaving, handicrafis, etc; 
and tertiary activities such as service and 
business activities. In the early years of the, 
programme, the assistance was made 
available mostly to primary activities but in 
later years there has been a steady 
improvement in the share ofassistance going 


lence of Poverty in the 1980s: Evidence versus Artefacts,” 
1991, pp. 1673-1682 


140 


to secondary and tertiary activities. The share 
of the primary activities declined from 93.6 
per cent in 1980-81 to 43.3 percent in 1989- 
90 while over the same period the share of 
the secondary activities increased from 2.3 
per cent to 19.64 per cent, and of the tertiary 
activities from 4 per cent to 37.1 per cent. 
Families up toa specified annual income 
are eligible for assistance. The. assistance is 
made available for a viable activity which 
may also be financed by bank credit. The 
subsidy for acquisition of Capital assets is 
given at varied rates for different categories 
rising from 25 per cent ‘for small farmers to 
50 per cent (from 1990-91) to the Scheduled 
Tribes and the Scheduled Castes. The limit 
on the subsidy amount varies up to Rs 5,000 
for the Scheduled Tribe and Scheduled Caste 
families and up to Rs 3,000 for marginal 
farmers, agricukural labourers and rural 
artisans. The subsidy is supplemented by 
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bank credit for the same purpose. Thenormal 
subsidy-bank credit ratio is 1:2. The 
Programme is being implemented through 
the District Rural Development Agencies with 
the help of the block staff. The cost of the 
Programme is being shared equally by the 
Centre and the States. During the Sixth Plan 
period the resources were allocated to 
different blocks on a uniform basis. In the 
Seventh Plan period, a growing percentage of 
the resources was allocated on the basis 
of incidence of poverty. In the Annual 
Plan 1989-90 the allocation was entirely 
on the basis of poverty. The Programme is 
being increasingly integrated with other 
sectorial and area programmes so that the 
beneficiaries may also take advantage of the 
latter. 

The Programme results achieved during 
the Sixth and Seventh Plans are summarised 
in Table 12.1. 


12.1 


Performance under the IRDP 


oe a a 


(1980-85) First Four Years 
(1985-1989) 
1, Number of families Million 16.56 14,72 
assisted, of which ; 
Scheduled Caste/Tribe ty 6.46 6.59 
Women d aes 2.56 
2. Plan Rs. Crores 1661.17 2521.18 
3, Institutional 
3101.01 
credit disbursed i ea 
4. Total investment i 4762.78 6570,86 
5. Per capita subsidy 
1. old beneficiaries Rs i 
2. new benefiċiaries bs 1003.00 R 
6. Per capita institutional credit i 
1. old beneficiaries k 
2. new beneficiaries x 1873.00 SEHEN 
Ts Per capita investment i 
1. old beneficiaries a 


3619.00 


2, new beneficiaries x 2876.00 4298.00 
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In 1989-90, the fifth year of the Seventh 
Plan, a further 3.26 million families were 


assisted, including 1.49 million Scheduled | 


Caste/Tribes families and 0.83 million 
women bringing up their, total during the 
Seventh Plan period, to 17.98 million and 
8.08 million Scheduled Caste/Scheduled 
Tribe families and 3.39 million women. , 

Many of the. Sixth Plan beneficiaries 
failed to cross the poverty-line, particularly: 
the revised line at an annual income level of 
Rs 6,400. The Seventh Plan, therefore, also 
provided for supplementary assistance to 
many such beneficiaries (called old 
beneficiaries) on a somewhat lower scale. 

There is a monthly concurrent evolution 
of the Programme by research institutions to 
spot out defects and deficiencies so that 
early corrective action may be taken. Some 
of the shortcomings of the Programme 
brought out by this and other evaluations 
are as under: 


l. A sizable percentage of those selected 


for assistance under the Programme * 


were not at all eligible for it. 


2. There has often been an insufficient’ 


check-up of loan applications as well 
as delays in their disposal. 

3. A considerable percentage of the 
subsidies and credits have not been 
actually available to the beneficiaries 
on account of corruption and 
malpractices by the functionaries 


concerned with the implementation of 


the Programme. 

4. There has not been a proper follow- 
up of investment of funds by the 
beneficiaries. This has Ied to diversion 
of some. of thesmanusnongsa. 
development purposes. A considerable 
proportion of the beneficiaries were 
found to be without the assets which 
they are supposed to have acquired 
with the assistance funds. 

5. The response of income to investment 
has been weaker than that assumed: 
for the Programme. AS a result, the 
investment by many of the 
beneficiaries financed by assistance 
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under the Programme has not yielded 
large enough additional income to 
_ enable them to cross the poverty-line. 
6. The .assistance has not been 
distributed properly among the various 
activities. There has been excessive 
concentration of funds on animal 
husbandry and milch cattle. This, 
however, ‘has been considerably 
corrected over the Seventh Plan period. 
7. The production facilities created by the 
; beneficiaries have often failed to yield 
the expected financial results because 
of difficulties in the procurement of 
raw materials and marketing of the 
products. , 7 
8. A considerable percentage of the 
beneficiaries have defaulted in the 
repayment of the bank credit, As a 
result, the loan overdues are a 
considerable proportion of the credit 
extended under the Programme. 
9. There is ‘an insufficient integration 
between the IRDP and the other Plan 
‘programmes for different sectors, areas 
and various categories of beneficiaries. 


` The Programme authorities have been 
taking measures over the years to overcome 
the above defects and deficiencies, as wellas 


_ any other that may be brought to light, so as 


to improve the effectiveness of the 
Programme. The evaluation by reputed 
research organisations in the Seventh Plan 
period has suggested considerable 
improvement in the implementation of the 
Programme during this period. 


National Rural Employment 

Programme (NREP) ~ , ; 

While the Integrated Rural Development - 
Programme aimed at promoting self- 

employment by rendering financial 

assistance to the rural poor to acquire 

productive capital assets (other than land), 

the National Rural Employment Programme 

(NREP) provided them with additional 

wage-employment in the agricultural slack 
‘season. The other objectives of the 
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Programme were : (i) to create productive 
community assets of direct and continuing 
benefits. to the rural poor, (ii) to strengthen 
the support facilities (infrastructure) for 
development, (iii) to improve the nutritional 
standard of the rural poor by supplying 
foodgrains as part of wages, and (iv) to bring 
about a general improvement in the overall 
quality of life in the rural areas. The NREP 
had its beginnings in the Food-for-Work 
Programme (FWP) initiated in 1977-78, 
Foodgrain stocks had then grown. larger 
than the estimated requirements. This 
provided an opportunity to create extra wage- 
employment for the rural poor. The FWP 
sought todo this by undertaking construction 
work intended to create durable assets for 
the community. Surplus foodgrain stocks 
were used for payment of the whole ora part 
of the wages to the persons employed on 
construction work. The Programme gained 
momentum in 1978-79. It was expanded 
further in 1979-80, Particularly in the areas 
affected by the widespread drought in that 
year, 

Following a review of the Programme 

during 1980-81, it was restructured and 
renamed in October 1980 as the ‘National 
RuralEmployment Programme’. From } April 
1981, it became a regular part of the Sixth 
Five Year Plan. The cost was to be shared 
equally by the Centre and the States. 
The Programme was impleménted through 
Rural Development Agencies. The execution 
of work was mainly through Panchayati Raj 
institutions — panchayats, block samities 
and zila parishads. Not less than 50 per cent 
of the project cost had to be paid as wages. 
Contractors were not permitted. 

During the 4.5-year period of the Sixth 
Plan, from October 1980 to March 1985, a 
totalof Rs 1,843.78 crores were spent on the 
Programmes. The amount actually spent 
each year was substantially less than. the 
amount that had been provided for in the 
Annual Plan. A total of 1,774,37 million 
person-days? of employment were created. 
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The physical development carried out under 
the Programme included social forestry, 
social conservation, works benefiting thé 
Scheduled Castes/Tribes, school and other 
buildings, tanks, roads, and irrigation, flood 
control and other works. 

The Programme as implemented showed 
several deficiencies. In the Seventh Plan 
measures-were taken to overcome some of 
these deficiencies. In particular, it was 
empahsised that the wage employment 
opportunities arising under the Programme 
must be made available to the poorest of the 
poor, including those assisted under the 
IRDP. There must be regular monitoring of 
the Programme to verify the above. It was 
emphasised that the projects taken up under 
the Programme must be labour-intensive, 
provide employment fora considerable period 
during implementation, are of benefit to the 
poor, tend to generate long-term employment 
and income, create conditions for the 
acquisition of other productive assets and fill 
vital gaps in the support facilities for economic 
development. Based on this approach priority 
was to be given to the development of waste 
land and marginal lands allotted under land 
reform measures, renovation of tanks that 
had gone out of use for the development of 
fisheries, social forestry, road-side 
plantations, fodderand pasture development, 
housing complexes -cum-production estates 
for the shelterless, field works in irrigation 
command areas and very small watersheds, 
roads and construction ofschools, panchayat 
ghars, etc. 

In order to ensure proper selection of 
Projects for implementation under the 
Programme and good quality of the assets 
created, detailed guidelines and norms were 
to be laid down for works in the different 
sectors. The Plan provided for an outlay of Rs 
2,487.47 crores over the five-year period to 
generale 1,445 million person-days of 
employment. 

Several changes were made in the 
Programme during the course of the Seventh 


2A person-day of employment means employment for one person for one day. 


POVERTY 


Plan in the light of experience. Twenty-five 
per cent of the outlays were earmarked for 
social forestry, 10 percent for works of direct 
benefit to the Scheduled Castes/Tribes and 
Rs 6 crores annually for the construction of 
sanitary latrines. Greater emphasis was laid 
on works for minimising the effect of 
droughts. Construction of buildings other 
than schools was disallowed. Whereas 
formerly 25 percent of the Programme outlay 
was allocated on the basis of the incidence of 
poverty and 75 per cent in accordance with 
the population of marginal farmers, 
agricultural workers and marginal farmers, 
henceforth 50 per cent of thé amount was to 
be distributed in accordance with each of the 
two criteria. The maximum limit for 
expenditure on materials (50 per cent of the 
total cost of the project) was to apply not to 
each projectina district but toall the projects 
in the districts taken together. 

Over the first four years of the Seventh 
Plan (1985-89), a total of Rs 2,940 crores 
were spent on the Programme {including the 
subsidised value of foodgrains). A total of 
1,477.5 million man-days of employment 
were generated.” The average cost per man- 
day of employment rose from year to year, 
from Rs 16.81 in 1985-86 to Rs 22.74 in 
1988-89. The wages formed close to 60 per 
cent of the total cost. A total of 3.51 million 
tonnes of foodgrains were distributed as part 
of wage payment, mostly in the two-year 
period 1986-88. The release of foodgrains 
was later drastically brought down because 
of dwindling foodgrain stock with the 
government. The share of the Scheduled 
Castes/ Tribes in the total employment 
increased to over 50 per cent. The share of 
landless labourers and women also had been 
rising and in 1988-89 stood at over 40 per 
cent and 20 per cent, respectively. Theassets 
created by the Programme included area 
covered under social forestry (that is. tree- 
planting on government, panchayat etc. 
lands), works benefiting Scheduled Castes/ 
Tribes, village tanks. minor irrigation works. 
Daa 


3 Planning Commission, Annúal Plan for 199 
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soil conservation works, drinking-water 
wells, rural roads, : chools and other works. 
The evaluation studies of the Programme 
broughtout several deficiencies. Employment 
provided under the Programme was for too 
short a period to make any impact on the | 
level of living of the rural poor. Wages paid 
were often lower than market rates. There 
was sometimes improper selection of 
beneficiaries. While the Programme was 
meant for the poorest of the poor, others also 
benefited from it. Selection of projects was 
sometimes done without taking into account 
the felt needs of the people. There was no 
provision for maintenance of the assets 
created. Under the social forestry programme, 
the survival rate of the saplings was very low 
for want of aftercare. The quality of works 
carried out was often poor on account of lack | 
of technical and administrative supervision. 
The Programme was merged with the 
Jawahar Rozgar Yojna from 1 April 1990. 


Rural Landless Employment Guarantee 
Programme (RLEGPT F 


This Programme was launched on 15 August 

1983, It aimed at improvement and expansion 
of employment opportunities for the rural 
landless soas to guarantee employmenttoat 
least one member of ever household up to 
100 days in a year. It also sought to create 
durable community assets for strengthening 
the rural support facilities for development. 
The works taken up under the Programme 
included social’ forestry. construction of 
houses for poor Scheduled Castes/Tribes 
(Indira Awas Yojna), tural sanitary latrines, 
rural roads, school buildings, minor irrigation 
and soil conservation. Preference was given 
to works in backward areas having a large 
population of unemployed landless labour, 
particularly of the Scheduled Caste/Tribe 
categories, or those in areas where there 
were complaints of existence of bonded 
labour, of those in low-wage pockets, or 
those that benefited women. 


0-91, Table 5.2, p65. 
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The Programme was entirely financed by 
the Central Government. The implementation 
was by the States/Union Territories who 
prepared specific projects for the approval by 
a committee set up by the Central 
Government. A total of Rs 380 crores were 
spent on this Programme during the Sixth 
Plan period 1983-85. A further Rs 2,411.93 
crores were spent during the first four years 
of the Seventh Plan period (1985-89).4 The 
inter-State allocation of the Plan provision 
for the Programme was up to 1985-86, 25 
per cent on the basis of incidence of poverty 
and 75 per cent on the basis of population of 
agricultural labourers and marginal farmers. 
Since 1986-87, 50 per cent of the total 
amount was distributed according to each 

criterion. The employment generated by the 
Programme was 260. 18 million person-days 
during the Sixth Plan period 1983-85 and 
1,154.38 million person-days during the 
first four years of the Seventh Plan.5 The 
average cost per man-day of employment 
showed a steady increase from Rs 14.61 in 
the Sixth Plan period to Rs 22.83 in 1988-89, 
Close to 60 per cent of this cost was on wage 
payments. The Scheduled Castes/Tribes 
availed themselves of a high percentage 
(close to 60 per cent in recent years) of the 
employment provided under the Programme. 
The share of the landless and women in 
employment showed a Steady improvement 
to 48.3 percent and21.1 Percent, respectively, 
. in 1988-89. 

The Mid-Term Appraisal of the Seventh 
Plan showed that the Programme had several 
points to its credit. It had generated 
considerable employment, Stabilised the 
wage rates and created durable community 
assets. There were, however, also several 
shortcomings of the Programme. The 
guarantee of 100 days of employment was 
not provided. The States had often employed 
contractors to implant the scheme. The 
number of persons actually employed and 
the wages paid to them were different from 


‘ibid, Table. 5.3 
5 ibid. 
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those shown in the documents. The 
preparation of projects for implementation 
under the scheme did not often conform to 
the guidelines. Nor was there a systematic 
selection of landless labourers for 
employment under the scheme. 

The scheme was merged with the 
Jawahar Rozgar Yojna from 1 April 1989. 


Jawahar Rozgar Yojna (JRY) 


The programme objectives and 
implementation in the field of the NREP and 
RLEGP were more or less similar. For 
sometime, therefore, the view that there was 
no justification for running two separate 
Programmes for the same purpose was 
gaining support. This led the Central 
Government to introduce a new wage- 
employment programme, theJawahar Rozgar 
Yojna, with effect from 1 April 1989. It was 
formed by merging together the NREP and 
the RLEGP as well as the Jawaharlal Nehru 
Rozgar Yojna announced in February 1989 
for 120 backward districts. The cost of the 
Yojna was to be shared between the Centre 
and the States in the ratio of 80:20. The 
Central contribution to the Yojna was to be 
released to the District Authorities/District 
Rural Development Agencies directly and , 
not the States. The distribution of funds 
among the States was on the following bases: 
(i) the percentage ofagricultural labourers to 
the main workers (20 per cent); the percentage 
of the rural Scheduled Caste/Tribal 
Population to the total rural population (60 
per cent); and (iii) the inverse of the average 
net produce per unit of land (that is, the 
inverse of agricultural net productivity). Not 
less than 80 per cent of the total funds made 
available to District Authorities were to be 
passed on by them to Gram Panchayats/ 
Mandals on the basis of population. 

All rural works which result in the 
creation of durable community assets might 
be taken up under the Yojna, but preference 
was to be given to works (i) that offered the 
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maximum scope for direct and continuing 
benefits to the rural poor, or (ii) might be 
owned by or assigned to groups of 
beneficiaries for own use or to earn continuing 
income by the sale of the services/facililies 
provided by the works. The Scheduled 
Castes/Tribes were to be given preference in 
employment under the Yojna. Thirty per 
cent of employment opportunities were to be 
reserved for women. Six per cent of the total 
resources of the scheme at the Centre were 
to be earmarked for Indira Awas Yojna to 
build houses for the poor among the 
Scheduled Castes/Tribes and the bonded 
labourers. Further 20 per cent of the Yojna 
funds at the State level were earmarked for 
the million wells schemeand were distributed 
among the Districts. Wages under the Yojna 
were to be the same as the prescribed 
minimum wages. High priority was to be 
attached to works which supported anti- 
poverty programmes and to primary school 
buildings in villages which were without 
these. Private land belonging to small and 
marginal farmers who were below the poverty- 
line might also be developed by Yojna funds. 
In the case of such farmers the cost of family 
labour used for cultivation of developed land 
might also be met up to two yearsat the rate 
of 100 man-days per hectare (2.47 acres) at 
minimum wage rate for unskilled labourers. 
Any project capable of improving the 
productivity of land in a watershed or 
„command area was to be implemented under 
the Yojna provided it covered at least 10 
farmers, at least one-half of whom were 
small and marginal farmers owning not less 
than one-fourth of the total land. No recovery 
of the cost of land development was to be 
made from small and marginal farmers. In 
the case of other farmers, the cost might be 
recovered at the rates laid down by the State 
Governments and theamount collected might 
be added to the funds available for the Yojna. 
There was considerable opposition to 
the Yojna, principally on the grounds that it 
Made available the Central contribution 
directly to the Districts/DRDAs and by- 
passed the State Governments, thus tending 
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to undermine the country's federal state 
structure. 

The programme is being continued in 
the Eighth Plan period with a little lower 
provision of Rs 2,046 crores for it in 1992-93 
as against Rs 2,100 crores in 1991-92. 


Social Security 


There are occasions in life when most persons 
need outside help. Unemployment, sickness, 
loss of ability to work, child birth, old age and 
death of earning members of the family are 
some of these occasions. Help from friends 
and relatives in uncertain, inadequate and 
generally unacceptable to self-respecting 
persons. In advanced countries a solution to 
this problem has been found in setting up 
social security arrangements, which are 
imposed, controlled or financed by the 
government. The usual arrangementis to set 
up a social security fund to which the 
employees (who form a very large proportion 
of the work force, in these countries) 
contributea partof their pay whilea matching 
contribution, on their account, is made by 
employers. The fund is used to provide social 
security benefits to employees, such as 
allowances to the unemployed, pensions 
to the old, disabled and those who have lost 
the bread-winner of the family, assistance to 
meet the cost of maternity, -allowances to 
help in the upkeep of children and 
reimbursement of medical and hospital 
expenses. The amount of benefit is generally, ` 
related to the individuals’ income from 
employmentand/or the contribution to social: 
security arrangements made by them and 
their employer. The ideal is a system of 
cradle-to-grave social security, thatis, social .. 
security arrangements that cover all 
exigencies and eventualities of life from birth 
to death (actually even beyond death by 
covering funeral expenses). 

InIndia, there isasyet no comprehensive 
social security arrangement covering. the, 
whole or even the majority of the population. 
Only permanent government servants and 
other organised sector employees enjoy some 
elements of social security suchasretirement 
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pensions, family pensions (for the family ofa 
deceased employee), compensation for injury 
or death while on duty, relief payment to the 
family of the deceased, contributory provident 
funds (that is, a fund to the credit of the 
employee, to which both heand the employer 
contribute a prescribed percentage of the 
employee's pay), maternity benefits, and 
hospital facilities or reimbursement of 
medical and hospital expenses. Some minor 
social security benefits have also been made 
available to industrial workers. 


Employees’ Provident Fund Scheme 


Under the Scheme, the eligible employees 
contribute 8 per cent of pay to the Fund and 
an equal amount is contributed by the 
employerand the amount with interest stands 
to the credit of the worker. The employees 
are entitled to loans and advances and other 
refunds according to the rules of the Fund. 
The employees are also allowed non- 
refundable advance for approved purposes 
such as a daughter's marriage or post- 
matriculation education of children. The 
balance amount standing to the credit of the 
employee is paid back to him according to 
rules at the time ofretirement. It has become 
primarily a saving scheme. 


Employees’ State Insurance Corporation 


The Corporation provides medical and 
hospital facilities to industrial workers, For 
this it operated, as on 31 March 1990, 1,327 
dispensaries and about 27,900 hospital beds. 
It catered to a total of 26.8 million 
beneficiaries. Under the Scheme sickness 
and maternity benefits were also paid. The 
employees paid a small fraction of their pay 
to the Corporation and the employers, too, 
. contributed to it. It had a total income of 
about Rs 438 crores in 1989-90, of which it 
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saved as much as Rs 123 crores. It usually 
spends substantially less than its income 
and saves and invests the balance. 

The workers are paid compensation 
under the Worker's Compensation Act 1923 
and maternity benefits under the Maternity 
Benefit Act. 


Employees’ Family Pension Scheme 1971 


The Scheme provides for family pensions 
and life assurance benefits. Itis compulsorily 
applicable to all employees who became 
members of Employees’ Provident Fund after 
February 1971. It is financed by diverting 1- 
Y% per cent of the employee's and the 
employer's contribution to the Fund. 


Deposit-linked Insurance Scheme for 
Industrial Workers 


This is applicable to all members of the 
Employees Provident Fund. The employers 
contribute 0.5 per cent of the total 
emoluments of the workers and the Central 
Government at the rate of 0.25 per cent of 
the total emoluments to the Scheme. This 
provides benefit of insurance to the workers. 

For the rest of the population, who form 
the great majority, there is no comprehensive 
or even limited system of social security. The 
only important security arrangement 
available to them is life insurance but it is 
financed entirely by the insured person's 
own premium payments. Some State 
Governments have instituted rather limited 
but very welcome schemes of maintenance 
allowances to the old and the widows or of 
relief to the unemployed. There is little else. 
The problem of setting up a system of social 
security to cover a growing proportion of the 
population, in accordance with the prevailing 
circumstances in the country, deserves early 
attention of the government. 
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EXERCISE 


1. Why isaccelerated growth considered an essential condition for removal of poverty inIndia? 
Could not this objective be achieved much more quickly by measures to reduce inequality 
of income and growth rate of population? 

2. Isaccelerated growth a sufficient condition to ensure removal of poverty within a reasonable 
period? 

3. Mention the measures that may be taken to reduce inequality of income with a view to 
facilitating alleviation and removal of poverty. 

4, Mention the essential policies and measures required for removal of poverty within a 
reasonable period. 

5. How has the poverty line been defined in recent Five Year Plans? 

6. Mention the recent Plan targets in respect of removal of poverty. How have the plans sought 
to realise these targets? 

7. Briefly describe the special anti-poverty employment programmes that have been launched 
in recent years. 

8. Bring out the need for a comprehensive systém of social security covering the bulk of the 
population. 

9. Write notes on (i) IRDP and (ii) Jawahar Rozgar Yojna. 

10. Describe the measures taken to provide some elements of social security to the population, 
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Inequality 


Forms of Economic Inequality, 
Their Interrelation 


INDIA shows several forms of economic’ 


inequality. The three important forms 
discussed below are : inequality of assets, 
inequality of income and regional inequality. 
The three forms of inequality are interrelated 
and mutually reinforcing. For example, 
inequality of assets reinforces inequality of 
income. The few who own large blocks of 
‘ncome-yielding physical and financial assets 
such as land, buildings, factories, fleets of 
commercial vehicles (trucks and buses), 
deposits with banks and other financial 
institufions and investments in government 
securities, small savings media, company 
shares and debentures and loans, geta great 
deal of income from these while the many 
who own fewsuch assets receive little income 


from these sources. Inequality ofassets thus - 


gives rise to inequality of income, In fact, in 
India as elsewhere in the world, extreme 
inequalities of income have their source 
largely in the highly unequal distribution of 
assets. In turn, the inequality of income 
tends to reinforce the inequality of assets. 
The high-income sections of the population 
save a considerable proportion of their 
income, thus adding to the assets owned by 
them, while the poor hardly maintain 
themselves with their meagre incomes. The 
latter accumulate, if at all, debts and not 
assets. The backward regions, if left to their 


own resources, cannot, because of their 
lower average income levels, save and invest 
as much of their income as the more 
developed regions may do because of their 
higher average income. As a result, the 
development gap between the backward and 
the advanced regions tends to widen with 
every successive round. This also tends to 
aggravate income inequality between the 
well-off strata in the advanced regions and 
the poor in the backward regions. Since the 
various forms of inequality are interrelated, 
efforts at creating a less unequal society 
must be under taken on a wide front. 
Inequality needs to be tackled from all sides. 


Inequality of Assets 


The information with regard to distribution 
of assets is very inadequate, fragmentary, 
unreliable and out of date. Whatever 
information is available suggests a highly 
unequal distribution of assets. 

India still lives predominantly in the 
villages. In spite of the considerably faster 
urbanisation since 1971, according to the 
1991 Census, 74.28 per cent of the country's 
population, numbering 627.1 million, was 
living in the rural areas. Even by the turn of 
the century the rural population might be 
around 72 per cent of the total population, 
numbering around 725 million. There is 
undoubtedly acute inequality ofassets among 
this section of the population. 

Land is an indispensable physical asset 
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for undertaking agriculture and allied 
activities (animal husbandry, horticulture 
and forestry). The Mid-Term Appraisal of 
the Seventh Five Year Plan shows that, in 
spite of all the land reform measures 
undertaken so far, land-holding remains 
highly unequal. Around 11.3 per cent of 
the rural work force was altogether landless 
in 1982 as against 9.7 per cent in 1971. In 
other words, landlessness had actually 
increased over this period. Again, in 1982, 
the marginal owners owning less than one 
hectare (2.471 acres) of land each formed 
66.6 per cent of the total holders but owned 
only 12.2 per cent of the total land. On the 
other hand, the large owners with over two 
hectares of land each formed 18.7 per cent 
of the total holders but owned as much as 
71.2 per cent of the total land. The rest of 
the land (16.6 per cent) was held by the 


small owners owning one to two hectares , 


each, who formed 14.7 per cent of the total 
holders. The effect of inequality in land- 
holding is made worse by the sub-division 
of holdings in the context of a rapidly 
growing population. On the death of a 
landowner, the land is divided among the 
heirs, giving rise to smaller holdings. Asa 


result, mainly of this process, the average 


land-holding has declined over just a 
decade, from the early 1970s to the early 
1980s, from 1.53 hectare to 1.29 hectare. 
When the average holding is so small and 
continues to decline further, severe 
inequality of ownership means that most 
marginal owners tend to have ever smallér 
tiny holdings. No wonder then that a 
growing number of them no longer 
considered it worth their while to cultivate 
these themselves. They rent out the land 
to the small and’ larger holders and 
themselves become casual wage workers. 
As a result, the number of casual labourers 
in the total rural work force rose, in the 
case of males from 22.0 per cent in 1972- 
73 to 31.4 per cent in 1987-88 and, 
that of females, over the same period, frott 
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31.4 per cent to 35.5 per cent. On the 
other hand, the percentage of self-employed 
in the rural work force declined over the 
same period from 65.9 per cent to 58.6 
per cent in the case of males and from 
64.5 per cent to 60.8 per cent in the case 
of females, Since the casual wage workers 
are the poorest section of the rural society, 
the transformation of a growing number of 
marginal self-employed producers into 
casual labourers suggests increasing 
inequality of assets in rural India. This is 
borne out by the very tinequal ownership 
of assets other than land. fn 1981-82. 30 
per cent of the bottom rural households 
owned only 4 per cent of these assets, the 
same percentage as in 1971-72. while the 
top 30 per cent owned 78 per cent of assets 
as against 76 per cent earlier. In other 
words, the ownership of assets other than 
land in rural India was not orily very unequal 
but had become more so over the 1970s. 

The data on inequality of assets are 
particularly lacking with regard to the 
urban population. However, there is little 
doubt that*asset distribution is even more 
unequal in the urban than in the rural 
areas. At the one extreme are the fabulously 
rich households of industrial, commercial, 
financial and real estate magnates and 
some ex-princes, each of whom owns enor- 
mous assets running into crores. At the 
other extreme, are slum- and pavement- 
dwellers, unemployed and casual labourers, 
independent workers providing petty 
services (shoe-shine bodys. porters, 
tickshaw- and hand-cart-pullers, scayen- 
gers, watermen, gardeners, shoe-menders, 
hawkers and petty retailers), the majority 
of artisans, the unskilled construction 
workers and workers employed in sweated 
trades, etc., who generally hold negligible 
assets, and often have liabilities much in 
excess of their petty physical and financial 
assets. The range of asset ownership may 
thus be presumed to be much wider among 
the urban population. ‘The urban p) 
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of asset-holding, no doubt, has a very wide 
base and a very sharply pointed top.’ 

The sections of the population with 

_ large asset-holdings are also likely to have 

' high income from employment. They can 
afford to provide their children with better 
food, clothing, housing and care. Their 
children have better access to higher 
education, travel opportunities and facilities 
for health care, sports and recreation. They 
are likely to develop a better ‘personality’. 
They will receive more powerful support in 
the pursuit of their careers from their more 
influential parents. Large asset-holders thus 
generally have also better access to well- 
paid employment in business, public 
Services and professions. When large 
incomes from ownership of assets are 
reinforced by large incomes from employ- 
ment, while those with a negligible income 
from assets are also generally engaged in 
‘poorly paid work, tremendous inequalities 
of income are generated. 

A society that professes social justice 
and, to this end, seeks to reduce economic 
and social inequalities, needs to curb 
excessive inequality in the distribution of 
assets. In the post-Independence period 
several measures have been tried or 

_ advocated. These include: redistribution of 


EVOLUTION OF THE INDIAN ECONOMY 


agricultural land, ceilings on ownership of 
urban land and buildings, progressive 
taxation of income and wealth, anti-mono- 


poly measures, and financial assistance to _ 


the landless, the marginal and small 
farmers, the urban poor, the transport 
operators, and the small-scale industrial 
entrepreneurs for acquisition of productive 
assets. None of these measures has had 
much impact on the distribution of assets, 

The plain fact is that in a developing 
economy, which depends heavily on private 
saving and private investment for securing 
an adequate rate of growth, a highly 
unequal distribution of assets is built into 
the system and Is inevitable. Any attempt 
at drastic restructuring of asset-ownership 
will either prove ineffective or will seriously 
upset the economy. This is the basic reason 
why, in spite of professions to the contrary, 
India continues to have a very unequal 
distribution of assets. 


Inequality of Income and Consumption 


Information on distribution of income, in 
the country as a whole, is not directly 
available. But some insight into it is 


provided by the data on distribution of d 


consumption given M Table 13.1 


TABLE 13.1 


Distribution of Household Consumer Expenditure 


(percentage) 
Howell a a Iaa 


Category 


Rural 2 Urban 


1977-78 1977-78 


Bottom 30 per cent 
Middle 40 per cent 
Top 30 per cent 


15.0 


13.6 
33.1 32.4 | 
51.9 54.0 


Source : Sixth Five Year Plan 1980-85, Table 1.11, p.16 
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Table 13.1 indicates that in 1977-78 
among the rural population the bottom 30 
per cent of the households accounted for 
15 per cent of the total household consumer 
expenditure while the top 30 per cent 
households accounted for as much as 51.9 
per cent of it. Among the urban population, 
the corresponding share of the two groups 
was 13.6 per cent and 54.0 per cent, 
respectively. This shows that the household 
consumer expenditure was even more 
unequally distributed between the bottom 
and the top 30 per cent households in the 
urban areas than in the rural areas. ‘The 
situation is unlikely to have changed much 
since 1977-78. It is commonly agreed that 
inflation tends to sharpen inequality of 
household consumption, income and 
wealth. The country has experienced a fairly 
high rate of inflation over the period 1977- 
78 to 1990-91, namely, 8.66 per cent per 
annum on the average in terms of the rise 
in the GDP deflator. It is then very probable 
that any impact that government policies 
and measures might have had on inequality 
of consumption and income might have 
been largely offset, if not more than offset, 
by the counter-impact of the high rate of 
inflation. 

The sum of household consumption 
and household saving gives household 
disposable income. The World Bank has 
provided some information on distribution 
of household disposable income but for one 
year only. According to the World 
Development Report 1989, the aggregate 
household disposable income in 1975-76 
was distributed among the different groups 
of households as follows: the lowest 20 per 
cent, 7.0 per cent; the second 20 per cent, 
9,2 per cent; the third 20 per cent, 13.9 
per cent; the fourth 20 per cent, 20.5 per 
cent; and the highest 20 per cent, 49.4 per 
cent. The share of the highest 10 per cent 
households (33.6 per cent) substantially 
exceeded the total share of the bottom 60 
per cent households (30.1 per cent)! It is, 
of course, difficult to say how reliable these 
figures are. 
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There may be, however, litUle doubt that 
household disposable income (household 
consumption + household saving) is more 
unequally distributed than household 
consumption. It would be realistic to 
assume that the bottom 30 per cent 
households, taken as a group, save little. 
Their saving as a group might well be 
negative, that is, their final consumption 
expenditure might exceed their disposable 
income and the deficit financed by 
borrowing from the top or middle categories 
of households, corporate financial and non- 
financial institutions and the government. 
It would also not be far off the mark to 
assume that the greater part of household 
saving is done by the top 30 per cent 
households and that only a small fraction .. 
of it is contributed by the middle 40 per 
cent households. It follows that in the case 
of the bottom 30 per cent households, their 
disposable income is about the same as 
their consumption expenditure, most 
probably it is somewhat lower than their 
consumption; that the disposable income 
of the middle 40 per cent households ts at 
best slightly larger than their consumption; 
and that the disposable income of the top 
30 per cent households is substantially 
higher than their consumption. This means 
‘that disposable income is even more 
unequally distributed than household 
consumption which, as shown in Table 
13.1, is very unequally distributed. 

The inequality of household disposable 
income is the combined result of inequa- 
lities in receipts from wage employment, 
self-employment, ownership of property and 
current transfers as modified mainly by 
payment of direct taxes, etc. The measures 
for a more even distribution of assets 
(property), and their scope and limitations, 
have been discussed above. The discussion 
led to the conclusion that a highly unequal 
distribution of assets is built into the 
present economic system and is inevitable. 
There is, however, a considerable scope 
for moderating the inequality of income 
from employment. Some measures that 
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may be adopted to this end are mentioned 
below. 

The most important step is to expand 
opportunities for fuller and better-paid 
employment to the poorer strata by 
undertaking the measures discussed in 
Chapter 11. This will directly augment their 
income. It will also increase their bargaining 
power and put them in a stronger position 
to secure better wages and working 
conditions. Secondly, social services in such 
fields as health, family planning, nutrition, 
education, training and social housing may 
be expanded and upgraded to bring about 
a marked improvement in the standard of 
physical fitness, education and training of 
the poorer strata. This will raise their labour 
productivity (and hence earnings) and 
enhance their suitability for better-pald 
employment. Thirdly, the millions of petty 


producers — marginal and small farmers, ' 


landless agriculture and allied activities 
(rearing of cattle, production of milk, and 
poultry and pig farming), independent 
craftsmen, fishermen, small transport 
operators (particularly those using non- 
mechanised vehicles), petty retailers, those 
engaged in small-scale service trades, etc. 
~~ may be able to expand and improve their 
husbandry if they are Provided with 
adequate technical guidance, financial 
assistance and infrastructural facilities. 
Finally, impoverished wage workers, mostly 
agricultural workers and workers in the 
unorganised sector, may be enabled to 
secure wages and working conditions, as 
Justified by their labour productivity, by 
effective labour and minimum-wage 
legislation, and by encouraging the 
formation of strong and united trade unions 
which may have the bargaining power to 
secure for the workers their due. 

The direct taxes on households (income 
tax, wealth tax, gift tax, land revenue and 
agricultural income tax) are paid largely by 
the richer households. They tend to reduce 
inequality of household disposable income. 
In India their effectiveness is seriously 


y; 


limited by. tax evasion and the fact that the 
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income earned from and the assets 
employed in the parallel economy of black- 
market transactions are beyond the reach 
of income and wealth taxes. In 1987-88 
the Centre, States and Union Territories 
together collected only 2.25 per cent of GDP 
in direct taxes. Indeed, since 1975-76, 
when this percentage was 3.16, it had 
shown a declining trend. It showed some 
improvement from 1988-89 to 1990-91, 
showing about 2.5 per cent of GDP in all 
these years. A further improvement in this 
percentage may be, at best, a slow process. 

The large inequalities of household 
income, indeed, are not easy to modify. The 
instruments like direct taxes on the better- 
off households available to the government 
for the purpose have a rather limited reach 
and effectiveness. 


Regional Inequality 


An important aspect of economic inequality 
in India is the prevailing regional inequality. 
There are large regional variations in the 
level of development which, if allowed to 
worsen unchecked, might pose a danger to 
national unity. The extent of regional 
inequality in India and the measures taken 
to remedy it are discussed below. 


, Extent of Regional Inequality 


Regional inequality may be measured in 
terms of one, or more, of the various 


indicators of development such as 


percentage of villages electrified, per capita 
electricity consumption, literacy among 
women, crude death rate or birth rate, 
infant mortality rate and percentage. of 
school-going children or girls in the 6-14 
age-group. But no two indicators will give 
the same result. A composite index 


including several of these indicators raises 


Problems with regard to the relative 
importance (weightage) to be given to each 
of them. Another indicator that is commonly 
Suggested, is the percentage of population 
below the poverty-line, A drawback of this 
indicator is that’ it is influenced by both 
ps 7 


INEQUALITY 


inter-regional and inter-personal inequality. 
A State like Maharashtra with a higher per 
. capita net domestic product (NDP) may 
show a higher percentage of population 
below the poverty-line than a State like 
Himachal Pradesh with a lower per capita 
NDP but a less unequal distribution of 
income. The per capita net domestic 
product which is a comprehensive indicator 
is, therefore, considered the single most 
satisfactory indicator. Successive Finance 
Commissions and the Planning Commission 
have both adopted this as an indicator of 
the level of development of the States in 
working out their schemes of central 
financial transfers to them. The relative level 
of development of the States in terms of 
this indicator is given in Table 13.2 
Table 13.2 indicates a wide disparity 
in the per capita NSDP of the States and 
hence in their level of development. The 
ratio of the highest to the lowest per capita 


NSDP was 2.75 : 1 in 1988-89 as against, 


3.09:1 in 1980-81. The up and down 
movements in the relative ranking of the 
States have been mostly limited to the 
Movements within each broad income 
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group of the States, namely, the high- 
income, middle-income and low-income 
States, roughly the first five, Nos. 6-14 and 
Nos. 15 to 25 States, respectively. There 
have been very few movements from one 
group to another. The per capita NSDP in a 
particular year, therefore, does. not 
necessarily indicate its relative level of 
development. As a rule, the low-income 
States in 1980-81 have remained poor 
throughout the period while the high-income 
States have maintained their better-off status, 

No State. is a homogenous economic 
unit. There are considerable, sometimes very 
large, variations in the level of development 
of different regions of a State. Uneven 
development is thus both an Inter-State and 
an intra-State problem. 

The hill States of Manipur, Himachal 
Pradesh, Jammu and Kashmir and Tripura 
as well as Assam and Rajasthan have shown 
a much lower poverty percentage relatively 
to their per capita NSDP. In other cases too, 
particularly in the case of the high- and 
middle-income States, Table 13.2 indicates 
considerable divergence between the rank: 
ing according to per capita NSDP and that 


TABLE 13.2 


Relative Development Level of States 


Per Capita Net State Domestic Product 


Population below the Poverty-line 


d (at current prices) 


1983-84 


1980-81 1985-86 1988-89 
Rs Rank Rs Rank Rs Rank Percentage Rank 
to Total 

Population 

= 

1, Goa* 3145 1 * 4927 1 6231 1 f 
2: Punjab 2724 2 4590 2 6227 2 13.84 3 
3. Maharashtra 2427 3 3789 4 5155 4 35.12 u 
4. - Haryana 2370 4 3849 3 5274 3 15.74 4 
5. Gujarat 1970 5 3116 6 4742 5 24.46 8 
6. Himachal Pradesh 1664 6 2705 9 3614 7 13.62 2 
7. Karnataka i6&i2 75 2576 12. 3602 8 35.17 12 
8. West Bengal i612 75 2597 (3423 n 39.35 14 

9. Sikkim 1571 9 3023 7 a = ; 
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Per Capita Net State Domestic Product Population below the Poverty-line 
{at current prices) 3 


1980-81 1985-86 1988-89 1983-84 | 
Rs Rank Rs Rank Rs Rank Percentage Rank 
to Total 
Population a 
SS eee ee Eee Lehi seORWABON aa 
10. Arunachal Pradesh 1557 10 3464 5 4599 6 - - 
11. Tamil Nadu 1498 1l 2668 10 3593 9 39.82 15 
12, Kerala 1463 12 2251 19 3054 13 26.95 9 
13. Jammu and 1455 13 2270 18 ; = 16.35 5 
Kashmir 

14. Manipur 1449 14 2395 14 2897 15 12.58 1 
15. Nagaland 1383 15 2800 8 3463 10 - 
16. Andhra Pradesh 1380 16 2296 16 3211 12 36.61 13 
17. Meghalaya 1361 17 2278 17 ʻ 2 - 
18, Tripura 1323 18 2108 20 5 z 23.39 6 
19. Mizoram 1289 19 2486 13 5 z = i 
20. Uttar Pradesh 1284 20 1991 22 2698 18 45.52 170 
21. Orissa 1231 21 2072. 21 2625 19 42.96 
22; Assam 1200 22 2313 15 2756 16 23.64 7 
23. Rajasthan 1199 23 1978 23 2923 14 34.53 1010 
24. Madhya Pradesh 1183 24 1941 24 2739 17 46.42 18 
25. Bihar 896 25 1587 25 2266 20 49.73 197 
All India 1627 12735 3835 (NNP) 


Sources : For per capita NSDP : CSO, Estimates of State Domestic Product and Capital Formation, 1990, 


Note : Ranking of the States has been 
order of the poverty percentage 

* Includes Daman and Diu 
** Reliable figures are not available. 


according to poverty percentage. However, inception of planning, particularly in recent — 
in the case, of low-income States, excluding years, action has been taken in several di- — 
the hill States, the ranking in the two cases rections to bring about a more even regional 
shows considerable convergence. development. The measures include : f 


Remedial Measures 1. Central grants to the States for 


upgrading standards of administration. _ 
ce Frportant planning objective is to bring 2. Weightage to backwardness in working — 
coat ie a ary ag out the scheme of devolution, that is, — 
- This of finan trans: tre 
achieved by speeding up development in the Py ere the Cen 


l to the States f f taxes 
backward regions rather.than by slowing and duties ph adept i 
it down in the advanced regjons. Since the 3. Weightage to backwardness in distri- ~ 
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buting Central assistance for State 
Plans. 

4. Special area programmes’ 
disadvantaged regions. 

5. Evolution and propagation of improved 
dry-farming technology, and the Special 
Rice Production Programme in the 
Eastern States. 

6. Preference to backward districts in the 
grant of industrial licences. 

7. Construction of roads by the Centre 
in remote and inaccessible border 
regions. 


The above measures have been very 
briefly described below : 


Central Grants to States for Upgradation of 
Standards of Administration : In the States 
with low standards of administration, the 
need .for upgarding these standards has 
been taken into account by the successive 
Finance Commissions in working out their 
scheme of financial transfers from the 
Centre to the States. With a few exceptions, 
the. relatively backward States have 
benefited the most from this grant. The 
Ninth Finance Commission, while 
recognising the need for improvement and 
upgradation of below-standard essential 
administrative services in States, has not 
recommended any specific grant-In-aid for 
the purpose to the concerned States 
“because the need for upgrading these 
services in States where they are below 
average level’fias been taken care of in ae 
the 


for 


their financial position towards working out 
its recommendations for financial transfers 
to them. 


Weightage to Backwardness and Poor 
Financial Position in Devolution of 
Resources by the Finance Commission ; The 
successive Finance ‘Commissions, in. 
working out the inter-State distribution of 
the States’ sharé of the income tax and 
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Union excise duties levied and collected by 
the Centre, have given weightage to 
backwardness and poor financial position. 
For example, the Eight Finance Commission 
distributed among the States their share of 
income tax (85 per cent) only to the extent 
of 10 per cent in accordance with their 
respective contribution. The remaining 
90 per cent was distributed on the following 
basics: one-fourth on the basis of population, 
another one-fourth on the basis of inverse 
of per capita income multiplied by 
population, and the balance one-half on the 
basis of the gap between a State's per capita 
income and the per capita income of the 
most prosperous State. All the three criteria 
were obviously to the advantage of the low- 
income States. Again, 40 per cent of the net 
proceeds of shareable excise duties were 
distributed among the States on the same 
basis as the balance 90 per cent of the 
divisible portion of income tax. Another 5 
per cent of the net proceeds of shareable 
excise duties-were distributed among the 
eleven States that continued to show a 
deficit on revenue account, after the share 
of taxes had been taken into account, in 
proportion to their estimated deficit. Finally, 
Rs 1,691 crores were to be given to the 
same eleven States to meet their remaining 
deficit after all other transfers had been 
taken into account. The four higher-income 
States other than Goa did not figure among 
these eleven States. The grants for 
upgradation of administrative services also 
mostly favoured the less developed States. 
Goa had not yet.become a State when the 


- Finance Commission reported 


The recommendations of the Ninth 
Finance Commission, in its Second Report 
(December’ 1989) for 1990-95 have also 
favoured the low-income States. With 
respect to Income tax it has recommended | 
that only 10 per cent of the divisible portion 
of the tax (85 per cent) may be distributed 
in accordance with the respective 
contribution of States. The balance 90 per 


2 Ninth Finance Commission, Second Report, December 1989, Paragraph 3.69, p.13 
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cent of it may be distributed as follows: 
22.5 per cent in accordance with 
ropulation; 45 per cent on the basis of the 
distance between the per capita income of 
a State and that of the highest per capita 
income State multiplied by population; 
11.25 per cent on the basis of inverse of 
per capita income of a State multiplied by 
its population; and 11.25 per cent on the 


basis of a composite index of backwardness’ 


compiled by the Commission. Again, 45 per 
cent of the net proceeds of the shareable 
Union excise duties were to be distributed 
among the States on the following basis : 
25 per cent on the basis of Population; 
12.5 per cent on the basis of inverse of per 
capita income multiplied by population; 
12.5 percent on the basis of the index of 
backwardness; 33.5 per cent on the basis 
of the distance between the- per capita 
income of a State and that of the highest 
per capita income State multiplied by 
population; and 16.5 per cent to be 
distributed among the deficit States on the 
basis of the proportion of the deficit of each 
State to the total deficit of all the States. 
Most of these criteria favoured the low- 
income States. The non-Plan revenue-gap 
grants, and the Plan revenue-gap grants 
also generally had a similar impact. 


Distribution of Central Assistance Jor State 
Plans by Criteria Favourable to Low-Income 
States : Since the Fourth Five Year Plan, 
the greater part of the Central assistance 
for State Plans has been distributed in 
accordance with the Gadgil formula as 
modified from time to time. Under the 
Formula, a lump sum amount is set apart 
for the special category States. In the 
Fourth Plan there were only three such 
States (Assam, Jammu and Kashmir and 
Nagaland). New States were. added to this 
_ category from time to time. The Seventh 
Plan originally put eight States in this 
category. These included,-besides the three 
States mentioned above, Himachal Pradesh, 
Manipur, Meghalaya, Sikkim and Tripura. 
When, in the course of the Seventh Plan 
period, Arunachal Pradesh and Mizoram 
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were raised to Statehood, the number in 
this category rose to 10. These are the most 
favourable States in the distribution of 
Central assistance. The assistance received 
by them is much more than proportionately 
to their population. It also has in the case 
of most of these States, a much higher 
(actually 90 per cent in the case of five of 
them) content of grants in the total 
assistance than the 30 per cent allowed to 
non-special category States. All the States 
in this category fell under the low-and 
middle-income groups. No high-income 
State has been included in this category. 

The balance of the Central assistance 
distributed under the Gadgil formula was 
allocated to the non-special category States 
under various criteria: 60 per cent on the 
basis of population, 20 per cent (10 per 
cent before 1980) among the States having 
per capita income below the national level, 
and 20 per cent under other criteria. The 
first criterion strongly favoured the 
populous low-income States, They received 
a much higher proportion ‘of Central 
assistance than what they contributed to 
Central revenues. Under the Second 
criterion only the low-income States were 
eligible for a share. Thus, 80 per cent of 
the Central assistance for State Plans was 
distributed under the criteria that favoured 
the low-income States. 

Some Central assistance for State 
Plans was distributed among the States 
outside of the Gadgil formula. A substantial 
Proportion of this assistance was for Special 
Area Programmes covering tribal areas, hill 
areas, North-Eastern areas, border areas 
and other special areas. Since these areas 
were mostly located in the low and middle- 
income States, Particularly the former, these 
States received the greater part of- the 
assistance made available for special area 
programmes. 

On the whole, the criteria for distribution 
of the Central assistance for State Plans 
strongly favoured the low’ and middle- 
income States, Particularly the latter. 
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Extra Share to Backward States in Market 
Borrowing : Government borrowings from 
the capital market against dated securities 
is an important source of funds for the 
Central and State Plans. The total amount 
that the States may borrow from the market 
in a particular Plan period and the 
allocation of this amount among the States 
is determined by the Planning Commission 
in consultation with the Ministry of Finance 
and the RBI. Since the Sixth Plan the 
backward States have been allowed an extra 
share in market borrowing. The States 
share of market borrowing is divided into 
two parts. One part Is allocated to all the 
States on a uniform basis. The second part 
(around 30 per cent of the total market 
borrowing allocated to the States in the 
Seventh Plan) is allocated to only the States 
with per capita income below the national 
average. The backward States are thus 
provided with extra resources for 
development. 


Special Area Programmes for Disadvantaged 
Regions : Special area programmes have 
been initiated for regions that are greatly 
disadvantaged in specific respects, such as 
scanty rainfall and proneness to drought, 
existence of arid desert areas, difficult hilly 
terrain, concentration of tribal population, 
isolated location, remoteness from 
industrial and commercial centres and 
ports, ravines, remote small islands, and 
location on an active or a remote border. 
These programmes include the Drought 
Prone Area Programme (DPAP), the Desert 
Development Programme (DDP) and the 
Hill/Tribal Area Programmes, the North- 
Eastern Council Programmes, the Border 
Area Programmes, the other Special Area 
Programmes, the Island Development 
Authority Programmes and: the like. The 
special Central assistance to States for hill 
and border areas development and for 
Scheduled Castes components Plan and the 
Tribal sub-plans continues under the 
Eighth Plan. 


157 


Improved Dry-farming Technology : Rainfed 
areas account for well over two-third of the 
gross cropped area in the country, of which 
more than two-third falls under the low and 
medium-rainfall regions. Much of this area 
shows low and uncertain crop yields per 
acre, wide variations in agricultural output 
from year to year depending on the rainfall, 
widespread seasonal unemployment, and 
high incidence of poverty and backwardness. 
Many of the low-income States are those 
which have a disproportionately large 
proportion of the low-yielding dry-farming 
areas. In these States poor yields in 
agriculture not only directly depress the 
per capita State Net Domestic Product but 
also act as a constraint on the overall 
development of the State economy. In recent 
years, particularly in the Seventh Plan, with 
a view to loosening this constraint and 
alleviating under-employment, poverty, 
backwardness and regional disparities, 
besides extension of irrigation, emphasis has 
been laid on evolution and propagation of 
improved dry-farming techniques. Towards 
assisting the efforts of the States in this 
direction, the Centre launched, in 1986-87, 
the National Watershed Development 
Programme for Rainfed Agriculture. This 
Programme has been in operation mostly in 
selected medium rainfall districts where crop 
yields may be considerably increased by 
spreading dryland farming technologies. 
Spread of scientific dry farming techniques 
is expected to benefit the low-income States 
the most. The Programme continues in the 
Eighth Plan. 
Preference to Backward Districts in 
Industrial Licensing : Since the inception of 
planning, the policy with regard to location 
of industrial units has preferred the 
backward regions. There has been an 
added emphasis on this aspect of industrial 
licy since the Industrial Policy Statement 
of July 1980 which underlines dispersal of 
industries to backward. rural and urban 
areas as an essential measure to realise 
the objective of rapid and balanced 
industrialisation of the country. Several 
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important measures have been taken in 
recent years to this end. 

Firstly, industrially backward districts 
have been classified into three categories. 
In Category A are ‘no-industry' districts 
where no large or medium-scale unit exists: 
in Category B are backward districts/areas 
in backward States; and in Category C are 
backward districts/areas in other States. 
Districts have been. added to these 
categories from time to time. The Central 
Government announced in April 1982 that 
applications for industrial licences for ‘no- 
industry’ districts would be given overriding 
preference. Central ministries and State 
Governments were urged to provide 
infrastructural facilities (power, roads, ete.) 
in these districts to enable them to attract 
industries. Normally no change of location 
of an industrial unit from these districts is 
allowed. With the abolition of industrial 
licensing, except for certain industries 
related to security and strategic’ concerns 
under the New Industrial Policy July 1991, 
the benefit of licensing preference to 
backward areas has lost its significance. 

Secondly, the Central Government had 
been providing, since 1971, a subsidy on 
investment in notified backward districts. 
Up to the end of 1988-89, a total of 
Rs 827.46 crores had been disbursed since 
1971 as Central investment subsidy to 
units located in backward areas. The 
scheme has been discontinued since 
October 1988, The Central Government has 
also been providing, since 1971, a subsidy 
to cover a part of the transport cost of raw 
materials and finished goods to and from 
industrial units in remote and inaccessible 
areas. This scheme continues in the Eighth 
Plan. 

Thirdly, the April 1983 announcement 
allowed the MRTP/FERA companies (which 
were subject to the provision of the 
Monopoly and Restrictive Practices Act and 
the Foreign 2xchange Regulation Act), who 
were not at all allowed to set up certain 
industries, to establish these in backward 
districts provided they undertook to export 
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a specified proportion of their output. In 
1985-86, the export obligation was reduced. 
With the abolition of industrial licensing 
and the enactment of the MRTP 
(Amendment) Act that has removed all 
restrictions on former MRTP companies and 
put these at par with other companies in 
accordance with the New Economic Policy 
the above benefit, too, has lost its 
significance for the backward areas. 

Fourthly, the Central Government, 
recognising that the absence of infra- 
structural facilities (power, transport and 
communication facilities, etc.) prevented 
industrial development in the backward 
areas, decided to set up 100 growth centres 
in different States over a period of five years, 
The growth centres would be provided with 
infrastructural facilities equal to the best 
in the country. Each growth centre would 
Cover an area within 20-25 kilometres of 
its central point. Each growth centre would 
be provided with Rs 25-30 crores for 
infrastructural (support facilities) 
development. The funds for the purpose 
would be raised from the Centre, the States 
and the national financial institutions. 

Finally, in the case of border States 
where hilly terrain, remoteness and 
inaccessibility are a major constraint on 
development, the Boundary Roads 
Organisation of the Central Government has 
undertaken construction of roads to 
facilitate communication, 

In spite of the above measures the 
development gap between States has not 
narrowed significantly. As a rule, backward 
States have continued to remain backward 
in most cases. Possibly, one reason for this 
may be the continued prevalence in these 
States of institutions and attitudes 
unfavourable to development such as an 
inefficient caste- and faction-ridden 
administration; landlord-tenant relations, 
open or clandestine, of a semi-feudal kind: 
acute fragmentation of holdings; lack of an 
entrepreneurial class/caste: resistance 
towards technological innovations in 
agriculture and other activities: and lack 
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of development consciousness and urge for 
better living standard resulting in strong 
aversion to hard and sustained work. 
Another possible reason may be the very 
low initial base of the State economy or 
very strong natural disadvantages such as 
an adverse climate, or a high incidence of 
floods, or a severe lack of physical 
resources (arable land, minerals, ete.), and 
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misallocation of resources, particularly 
between the relatively advanced and the 
backward regions of the State. These adverse 
factors suggest that, for better results. 
favourable treatment of low income States 
in the matter of transfers from the Centre 
will reed to be supported by measures to 
loosen the various non-financial constraints 
on development in these States. 


EXERCISE 


1. Mention important forms of economic incquality in India. Explain how these are mutually 
reinforcing. 

2. Give an idea of the inequality of assets in India. What measures have been taken to curb 
it, and with what success? 

3. Bring out the inequality in household consumption and income in India. Suggest measures 
for reducing inequality. What are the chances for their success? 

4. Mention important indicators of regional economic inequality. Which of these would you 
consider as the most important? 

5. Describe the measures that have been taken in recent years to bring about a more even 
regional development. 

6. Take some indicators of industrial and agricultural output of your State and compare 
the same with other States and show the unequal growth by plotting them in a map 
of mdia. 
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Agricultural Development 


INDEPENDENT INDIA inherited a predominantly ` 


agrarian economy from the colonial period. 
In 1950-51, 55.4 per cent of the country’s 
Gross Domestic Product at 1980-81 prices 
was generated by agriculture and allied 
activities. Throughout the post-Indepen- 
dence period, agriculture has been the 


mainstay of the Indian economy and has - 


provided a livelihood to the greater part 
of the population. The relatively faster 
growth of non-agricultural activities has 
resulted in a decline in the proportion of 
the Gross Domestic Product at factor cost 
generated by agriculture to 29.5 per cent 
in 1990-91 (Quick Estimates). But the basic 
structure of the economy has retained its 
lopsided character. The proportion of the 
national income derived from agriculture 
continues to be a far higher percent- 
age than that observed in the developed 
countries. 


Growth of Agricultural Output 


The growth of principal items of agricultural 
output is brought out in Appendix 14.1. 
The Appendix shows that from 1950-51 to 
1990-91 the production of foodgrains has 
risen 3.47 times. While the output of coarse 
grains has increased 2.16 times and of rice 
3.62 times, that of wheat has grown as 


1 Value-added = value of output less 
deducting consumption of fixed capital during 


include seeds, manure and 


machinery, cost of animal feed, irrigation charges, 


much as 8.38 times. Pulses have shown a 
relatively small increase, only 1.67 times. 
Though there has been increase of 6.88 
times in the output of rape and mustard 
and of 6.22 times in seeds other than 
groundnuts and rape and mustard, the oil 
seeds as a group have shown as increase 
of only 3.54 times. The output of cotton 
has increased 3.80 times, but jute has 
shown a more modest increase of 2.36 
times. The output of sugar-cane has grown 
4.21 times. It may be mentioned, however, 
that the country had favourable weather 
conditions in 1990-91 with good monsoon 
rains. It may be sometime before the level 
of agricultural output obtained in this year 
becomes a normal performance of the 
agricultural sector. 

The growth of the agricultural sector 
as a whole is indicated by 


l]. the increase in gross value-added’ in 
this sector, and 

2. the rise in the Index Number of 
Agricultural Production. 


The two measures, of course, are not 
identical. Firstly, the data with regard to 
value-added at constant prices have to be 
taken inclusive of such ancillary activities 
as animal husbandry as the information 


cost of material inputs in production. ‘Gross’ means ‘without 
production’. In the case of agriculture, material inputs 
fertilisers, current repairs and maintenance of agricultural equipment and 
electricity, diesel oil, pesticides and insecticides, etc. 
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relating to crops alone is not separately 
available for the whole period. The Index 
Number of Agricultural Production, 
however, covers only the crops. Secondly, 
when increases in agricultural output are 
associated with a proportionately larger use 
of non-factor? inputs (irrigation, fertilisers, 
electricity, petroleum products, etc.), as has 
been’ the case in India, intermediate 
consumption increases at a higher rate, 
and the value-added at a lower rate, than 
the increases in output. The value-added 
indicator, therefore, shows a lower rate of 
growth than the Index Number of 
Agricultural Production. i 

Over the 39-year period 1950-51 to 
1989-90 the average annual rate of 
increase? in the Index Number of 
Agricultural Production works out to 3.02 
whereas the average annual increase in 
gross value-added in agriculture works out 
to 2.72 per cent‘. For the reason given 
above, the agricultural production has 
shown a higher growth rate than the gross 
value-added in agriculture. 


Growth Factors 


The increase in agricultural production 
is attributable to three factors: 


1. Increase in area under crops; 

2. Improvement in the cropping pattern, 
that is, substitution of higher value 
yielding crops for lower yielding ones; 

3. Improvement in crop yields. 


Over the 39-year period 1950-51 to 
1989-90, the area under crops has 
increased by 1.371 times (that is, by 37.1 
per cent), and the crop yields, by 2.067 
times (or 106.7 per cent). The two yields 
together would have by themselves 
1.371x2.067 = 2.834 times yield in 
production. But the actual Tise in 


? other than land, labour, capital and organisation 
* worked out by the non-statistical method 
4 provisional 


5 computed by the non-statistical method from the data provided in Gove: 
Agriculture, Agriculture at a Glance, March 1991, Table 14.1, p. 100 
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production has been 3.186 times (or 218.6 
per cent). Clearly, the balance increase in 
production is accounted for by the 
improvement in the cropping pattern, that 
is, substitution of higher value crop for 
lower value crops. Such improvement works 
out to (3.186 + 2.834 = 1.124 times) or 
12.4 per cent.’ 

The increase in the gross sown area 
(or gross cropped area) since 1950-51 has 
been the result of (i) increase in the net 
sown area and (ii) spread of multiple 
cropping, that is, raising a second crop 
during the year from the same area. Over 
the 30-year period from 1950-51 to 1980- 
81, the net sown area increased by 1.181 
times (or by 18.1 per cent) while the 
cropping intensity (that is, ratio of gross 
sown area to net sown area) improved by 
1.113 times (or by 11.3 per cent). As a 
result the gross sown area increased by 
1.34 (1.181 x 1.113) times, Since 1973-74, 
the net sown area has shown no further 
increase from the 143 million level reached 
in that year. This is, indeed, the level 
assumed even for 1989-90 in the Mid-Term 
Appraisal of the Seventh Plan. It may well 
be more or less the maximum level also for 
the future. It looks that this way of 
increasing the gross sown area has more 
or less come to a dead end. 

As shown in Appendix 14.2 since 1973- 
74 the increase in the gross sown area has 
been due entirely to improvements in the 
cropping intensity. The Appendix also 
brings out that 
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contributed to improvement in cropping 
intensity are (i) irrigation, (ii) fertilisers, 
(iii) appropriate crop rotations, (iv) selective 
mechanisation, and (v) short maturity crop 
varieties. Irrigation makes it possible to 
raise crops also during the dry season. The 
use of fertilisers obviates the need to keep 
land fallow to enable it to regain its strength 
in terms of plant nutrients. Suitable 
systems of crop rotation arrange successive 
crops from the same field in such a way 
that different crops draw plant nutrients 
from the soil in different proportions or from 
different strata of it, or one crop (for 
example, legumes like gram) returns to the 
soil (nitrogen) that other crops draw from 
it. They, thus, facilitate multiple cropping 
by preserving the fertility of the soil. 
Selective mechanisation does the same by 
reducing the time taken in harvesting one 
crop, preparing the soil for the next crop, 
and sowing or planting this crop in time. 
The shorter the maturity period of a crop, 
the easier it is to grow more than one crop 
a year. Agricultural research has made it 
possible to evolve varieties with a shorter 
maturity period, thus facilitating multiple 
cropping, Systems of relay cropping (where 
crops with different maturity timings are 
planted in the same field alongside each 
other and are harvested one after the other) 
have also been helpful, and may be even 
more so in the future. Progress in the above 
directions now needs to be promoted even 
more vigorously than in the past to raise 
the average cropping intensity over the 
country to its estimated maximum feasible 
level of 1.40 so as to increase the gross 
cropped area to its currently assumed 
maximum level of 200 hectares. 

“The Seventh Plan had assumed that 
improvement in the cropping intensity to 
about 1.33 will increase the gross sown 
area to 190 million hectares. The Mid-Term 
Appraisal of the Seventh Plan considered 
that the cropping intensity in 1989-90 is 
unlikely to exceed 1.31 and has accordingly 
lowered the target for the cropped area to 
187 (143 x 1,131) militon hectares: Actually, 
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the net sown area, which reached 143.21 
million hectares in 1983-84, has come 
down since and the cropping intensity has 
improved very little so that the gross 
cropped àrea was well below the 1980-81 
level up to 1987-88 (Appendix 14.2). Since 
by 1989-90, the gross sown area might 
not have been much higher than 180 
million hectares, the scope for further 
increase in this area might be no more 
than 20 million hectares or so, It follows 
that in the future the required increase in 
agricultural production will need to be 
secured largely by raising crop yields and . 
improvements in the cropping pattern and 
not by increase in the gross cropped area. 


Improvement in Crop Yields 

Improvement in crop yields (that is, 
production per hectare) has been since 
1950-51 the, most important factor for 
increase in agricultural production. As 
mentioned above, over the 39-year period, 
1950-51 to 1989-90, the total 3.86 times 
increase in agricultural production was 
brought about by 2.067 times improve- 
ment in crop yields and a total 1.541 
(1.371 x 1.124) times improvement under 
cro} area and the cropping pattern 
(2.067 x 1.541 = 3.185) taken together. 
Clearly, the improvement in crop yields 
had played the leading part in the increase 
in agricultural production since 1950-51. 
Green Revolution : The spread of the high- 
yielding technology based on fertiliser and 
irrigation responsive high-yielding varieties 
of crops since the mid-1960s, commonly 
known as the Green Revolution, has greatly 
added to the output of wheat and rice, the 
two crops where the farmers have gone the 
farthest in adopting this technology. More 
such leaps forward in farm technology will 
need to be achieved in the future. Even 
within the known technology, there is a 
large scope for improvement in crop yields. 
The average crop yields in India are, in 
most cases, much ‘ower than the highest © 
yields achieved in some other countries. 
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Indeed, even within the country, the 
average crop yields are much lower than 
the yields in the leading agricultural States. 
For instance, in 1985-86 Punjab produced 
an average of 3,531 kg of wheat per 
hectare as against the national average of 
2,046 kg, 3,199 kg of rice as against 1,552 
kg, and 428 kg of cotton as against 197 
kg. Thus the average crop yield in Punjab 
was higher than the national average 
(including Punjab) by 72.6 per cent, 106.1 
per cent and 217.3 per cent in the three 
cases, respectively. Clearly, an improvement 
in the national average of per hectare yields 
of wheat, rice and cotton to anything like 
the current Punjab average will mean a 
tremendous increase in agricultural 
production. Improvement in crop yields 
holds the key to agricultural growth in 
India. Improvements in the cropping 
pattern might also make a steady but much 
smaller contribution to this growth. 


Factors for Higher Crop Yields 


The main factors that have tended to raise 
crop yields in India are : 


Extension of irrigation, 

Use of fertilisers. 

Evolution and introduction of higher- 
yielding varieties. 

Plant protection measures. 

Soil improvement. 

Adoption of superior agronomic 
practices. 


The progress made in these directions 
since 1950-51 is outlined below. 


Irrigation : Irrigation is a key factor for 
increase in agricultural production, It helps 
to extend the net sown area in regions with 
scanty rainfall. It promotes multi-cropping 
by making it possible to raise a second 
crop in the dry season. In both these ways 
it plays a key role in bringing about an 
increase in the gross cropped area. The 
irrigated land also shows much higher crop 
yields than unirrigated land. For instance, 
in the Seventh Plan (1985-90), for working 


out the foodgrain targets for 1989-90, the 
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average crop yields per hectare on irrigated 
and unirrigated lands were assumed 
as follows : rice, 2,237 kg and 1,152 kg; 
wheat, 2,210 kg and 1,059 kg; coarse 
cereals, 1,478 kg and 766 kg; and pulses, 
1,130 kg and 573 kg. The assumed yield 
on irrigated land was thus higher than that 
on the irrigated land by 94.2 per cent, 
108.7 per cent, 93.0 per cent and 97.2 per 
cent in the case of rice, wheat, coarse 
cereals and pulses, respectively. Irrigation 
is, indeed, a powerful means to increase 
agricultural production by extending the 
cropped area as well as by securing higher 
crop yields per hectare. 


Sources of Irrigation Water : Irrigation water 
comes from two sources: surface water and 
ground water. Surface water is provided 
by the flowing waters of rivers or the still 
water of tanks, ponds, lakes or artificial 
reservoirs. The surface water is carried to 
fields by canals, distributaries and channels. 
It flows mostly by the force of gravity. 
Ground water (that is, water below the land 
surface) is tapped by sinking wells worked 
by animal power or by diesels or electric 
pumping sets, or by tube wells. 


Classification of Projects : The irrigation 
Projects are classified into major, medium 
and minor. Up to March 1978, the basis 
of classification was their cost. Since April 
1978, the projects are classified into major, 
medium and minor according as their 
cultural command area (CCA) is more than 
10,000 hectares, 2,000-10,000 hectares, 
or below 2,000 hectares. 


Maximum Irrigation Potential : It has been 
estimated that, eventually, it may be 
Possible to irrigate 113.5 million hectares 
of land, 73.5 million hectares by surface 
water (58.5 million hectares by major and 
medium projects and 15.0 million hectares 
by minor projects) and 40 million hectares 
by ground water (all by minor irrigation). 
Available data indicate that the ultimate 
gross irrigated area may be raised from 
the currently estimated 113.5 million 
hectares to as much as 148 million hectares 
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“if a national view is taken on the utilisation 
of water resources and consequent policy 
measures are adopted and full use is made 
of the technological advances such as inter- 
basin transfers of water, large-scale lifting 
of water from streams and rivers through 
pumping and modernisation of irrigation 
systems”.® Since the maximum cropped 
area is estimated at around 200 million 
hectares, even with the fullest development 
of the country’s irrigation resources, a 
substantial proportion of this area will 
remain unirrigated. This underlines the 
need for full and efficient use of the 
country's irrigation resources. 


Area under Irrigation: As against the 
currently estimated ultimate irrigation 
potential of 113.5 million hectares, 
according to the Agricultural Ministry,’ the 
„area actually under irrigation has grown 
from 22.56 million hectares in 1950-51 to 
56.22 million hectares in 1987-88 
(provisional). This was 31.55 per cent of 
the total gross cropped area and 51.3 per 
cent of the total irrigation potential. The 
maximum progress has been made under 
minor irrigation. While under major and 
medium irrigation, more than half the 
ultimate potential remains to be developed, 
under minor irrigation, more than two- 
thirds of the potential has been utilised 
already. This means that irrigation 
development in the future would be more 
difficult and expensive. The Seventh Plan 
proposed full utilisation of the ultimate 
irrigation potential of 113.5 million hectares 
by AD 2010. The anticipated gross irrigated 
area would be then around 56.75 per cent 
of the gross cropped area of 200 million 
hectares. 

The development of the total ultimate 
irrigation potential® by 1988-89 was higher 
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than the all-States’ average (67.12 per cent) 
in Punjab, Uttar Pradesh, Tamil Nadu, 
Rajasthan and Haryana. It is much below 
the all-States’ average, say below 40 per 
cent, in Mizoram, Goa, Arunachal Pradesh, 
Assam, Tripura and Himachal Pradesh. 
These are mostly hill States with generally 
good and reasonably assured rainfall. All 
other States fall within the middle range of 
utilisation percentage. 

According to the Annual Plan 1990- 
91,° of the 37.36 million hectares of 
irrigation potential that remained unutilised 
as at the end of 1988-89, that under major 
and medium irrigation was as much as 
26.45 million hectares while that under 
minor irrigation was 10.91 million hectares. 
Major and medium projects are much more 
difficult to implement. The capital cost, total 
as well as per hectare of irrigated area, is 
high. The investment is lumpy, that is, a 
single project costs a large amount. There 
is a long construction period so that 
investment bears fruit after a long period. 
In the future, in most cases, the projects 
will involve construction of big dams across 
rivers and streams to impound flood waters 
for use in the dry season. The acquisition 
of land is often a difficult and time- 
consuming operation as those settled on it 
have to be uprooted and often resettled 
elsewhere. The project generally involves 
complex engineering problems and makes - 
heavy demands on the available supplies of 
steel and cement. Steps are also necessary 
to minimise damage to the natural 
environment. Under various political 
pressures, the available investable funds 
generally tend to be spread over too many 
projects so that they take an unduly long 
period to complete and the original cost and 
time estimates are greatly exceeded. There 


6 Seventh Five Year Plan 1985-90, Vol. 1, Paragraph 2.24, p. 11 
7 Agriculture at a Glance, March 1991, Table. 9.3, p. 74 


8 The developed potential is always high 
* have been taken from the Annual Plan 1990- 

development are usually higher t 
° Pp. 100-101 


cr than the actual utilisation discussed earlier. The potential data 
91, Annexure 6.6, Pp. 100-101. The data on irrigation 
han the corresponding data by the Ministry of Agriculture. 
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is also generally a considerable ‘leakage’ of 
funds which further adds to the cost. Many 
of the projects are held up on account of 
inter-State disputes about sharing out their 
cost and benefits. Finally, when at long last 
the project is complete, it takes a long time 
to make use of the available water. The 
utilisation {s often held up by lack of fleld 
channels to carry the water to the farmers’ 
fields. Further time is taken up to set up a 


irrigation requires 
levelling up of fields. The farmers ‘take time 
to move from dry farming to wet farming as 
the latter may involve new crops and 
agricultural practice. For all these reasons 
it is not going to be easy to utilise fully and 
efficiently the ultimate irrigation potential of 
113.5 million hectares by AD 2010. 
According to the Plan data, a very 
considerable proportion of developed 
irrigation potential remains unutilised. At 
the case of major 
and minor irrigation it was 4.751 million 
hectares, It is a Pity that irrigation potential 


case of minor 
irrigation, the unutilised developed potential 
was 3.063 million hectares. The total 


this wastage to the minimum. 
. There is, however, 
Overcome all 
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the total area and for all cereals taken 
together, it was only 38.4 per cent. No 
wonder then that the country is unable to 
grow the required quantity of oilseeds and 
pulses and, in case of serious drought, is 
obliged also to import cereals. It is very 
necessary that the crippling handicap of 
having to depend on the monsoons suffered 
by the unirrigated area is done away with 
to the maximum feasible extent at the 
earliest possible by full utilisation of the 
ultimate irrigation potential. 

Irrigation is important not only for higher 
yields but also for more stable yields. Indian 
monsoons are very erratic. Failure of rains 
plays havoc with unirrigated crops. 
Consequently, yields Vary widely from year 
to year. By reducing dependence on rains, 
irrigation can go quifé some way towards 
ensuring more stable yields. Now that the 
farmer is increasingly using large amounts 
of purchased inputs like fertilisers, improved 
seeds, pesticides, etc., failure of crops on 
account of drought can be ruinous. Irrigation 
has gained added importance on account of 
the need to ensure more stable yields. 


irrigation has been recently introduced, 
farmers may be instructed and given 
assistance to adopt improved cropping 
patterns and agricultural practices. There 
is also need to coordinate the various modes 
canals, tanks, wells, tube 
wells, etc. — so as to make an effective use 
of the irrigation potential, 

In the low rainfall areas, besides the 
Spread of irrigation, it is necessary to take 
measures for conservation of rain water and 


Since in 1987-88 over two-thirds (68.45 


had low rainfall, 


AGRICULTURAL DEVELOPMENT 


The State Governments are currently 
suffering heavy losses on commercial 
irrigation. The States’ budget documents 
have estimated the total of these losses for 
the Seventh Plan period (1985-90) at 
Rs 6,860.26 crores. The irrigation rates or 
charges levied by the States do not cover 
even the working expenses of irrigation 
facilities, not to mention any interest 
receipts on the invested capital. The more 
extensive these facilities are, the larger is 
the loss incurred by a State on commercial 
irrigation. The States are thus denied the 
means as well as the incentive for further 
irrigation development. Again, the highly 
concessional rates at which the State 
Electricity Boards (SEBs) are obliged to 
supply power for agriculture/irrigation 
sector involve many of them in heavy losses. 
A Planning Commission study’? has 
estimated the loss to 10 SEBs in’ 1988-89 
and 1989-90 on this account at Rs 2,733 
crores and Rs 3,317 crores, respectively. 
In order to ensure speedy development of 
irrigation facilities, it is of the utmost 
importance that the losses suffered by the 
State Governments and the SEBs on 
concessional supplies of irrigation water and 
electricity for agriculture and irrigation may 
be gradually wiped out to the maximum 
extent possible. The State Governments will 
need to develop necessary political capacity 
_ to charge the farmers a proper price for the 
water and power supplied to them for 
agricultural purposes. 


Fertilisers : From time immemorial, the 
Indian cultivator has been using animal 
dung, compost, bones and other organic 
manures to restore to the soil the nutrients, 
Mainly nitrogen, phosphorus and 
potassium, used up by the growing plants 
as Well as lost in other.ways. The land was 
also frequently left fallow to enable it to 
Tebuild its nutrient strength. Practices such 
as green manuring or cultivation of legumes 
which fix atmospheric nitrogen and enrich 
= ———— 
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the soil, served the same purpose. 

In the period since Independence some 
progress has been made towards a fuller 
and more efficient use of traditional 
resources of manures. Efforts have been 
made to use dung as manure rather ‘han 
as fuel, to introduce more effective 
conservation arrangements for farmyard 
manure, to produce compost from urban 
solid wastes, to undertake urban sewage 
utilisation schemes, to spread green 
manuring and to work out efficient crop 
rotations, including legumes, for fixation of 
atmospheric nitrogen. These measures, 
however, are not enough for the purpose. 
It has been necessary also to make 
increasing use of chemical fertilisers to 
replenish the soil with plant nutrients. 


Chemical Fertilisers : In recent years, 
several factors have greatly added to the 
importance of, chemical fertilisers. (i) The 
accelerated growth of population has 
necessitated a rapidly expanding supply of 
food and other farm products. This calls 
for an increase in the cropped area through 
multiple cropping as well as higher yields 
per hectare. Both these developments are 
facilitated by the use of fertilisers. (ii) The 
best results are obtained when the 
fertilisers are applied to irrigated lands. The 
spread of irrigation has, therefore, promoted 
the use of fertilisers. (iii) Finally, the high- 
yielding varieties of wheat, rice, etc., evolved 
and introduced since the mid-1960s require 
much larger doses of fertilisers than are 
necessary for traditional varieties. For all 
these reasons, the use of chemical 
fertilisers, which initially picked up slowly, 
has greatly expanded since the mid-sixties. 
The data for selected years are given in 
Appendix 14.3. 

Appendix 14.3 indicates that over the 
38-year period from 1952-53 to 1990-91, 
the total consumption of fertilisers, in terms 
of thousand tonnes of plant nutrients, 
increased from a mere 65.7 to as much as 


® Annual Report on the Working of State Electricity Boards and Electricity Department, September 1990, 


Annexure 26 
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12,567, that is, 191 times; of nitrogenous 
fertilisers, from 57.8 to 8,019, that is, 139 
times; of phosphatic fertilisers, from 4.6 to 
3,220, that is, 700 times; and of potassic 
fertilisers, from 3.3 to 1,328, that is 402 
times. This order of increase in fertiliser 
consumption has been made possible, 
among other factors, by big increases in 
domestic production of fertilisers. From 
1950-51 to 1990-91, in terms of thousand 
tonnes of plant nutrients, the production 
of nitrogenous fertilisers is anticipated to 
rise from 9 to 6,993 or 777 times and of 
phosphatic fertilisers, from 9 to 2051 or 
228 times. Only the balance requirement 
has to be met by imports. There is no 
domestic production of potassic fertilisers 
for want of the required potassic mineral 
reserves and the entire requirement is met 
by imports. The domestic reserves of rock 
phosphate being very limited and of inferior 
quality, the domestic production of 
phosphatic fertilisers is based on imported 
rock phosphate or Phosphoric acid at 
considerable cost in foreign exchange. 

In spite of the good progress made in 
recent years the use of fertilisers is yet 
much below the desired level. Even in the 
case of high-yielding varieties the appli- 
cation of fertilisers has been considerably 
less than the recommended dosage. Several 
factors have constrained the use of 
fertilisers : (i) well over two-thirds of the 
cropped area is yet (1987-88) unirrigated 
and can, therefore, absorb only limited 
quantities of fertilisers; (ii) demonstration 
plots and other measures to promote the 
use of fertilisers have been inadequate; 
(iii) sufficient supplies are sometimes 
lacking at the proper time, in the required 
form and within easy reach of the rural 
areas; (iv) despite the expansion of 
institutional credit facilities, cultivators, 
particularly the small and marginal ones, 
often do not have enough funds to purchase 
the required quantity of fertiliser; (v) where 
facilities for proper analysis of the soil do 
not exist, farmers, lacking the knowledge 
about the precise deficiencies in the soil, 
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cannot make adequate use of fertilisers; 
and (vi) many farmers consider it 
uneconomical and risky to apply the full 
recommended dose of fertilisers. Measures 
have been under implementation to remove 
these bottlenecks. The principal among 
these are briefly described below. 

In order to make the fertilisers available 
to the farmers at a price which they could 
afford, the Central Government allowed a 
big subsidy on the domestically produced 
and imported fertilisers. As a result, the 
fertilisers were made available to farmers 
considerably below cost. The subsidy 


amount had grown over the years from 


Rs 505 crores in 1980-81 to Rs 4,400 
crores in 1990-91. The subsidy had grown 
into a big burden on the Central revenues. 
A major item under the budgetary policy 
aspect of the New Economic Policy being 
pursued since July 1991 is to abolish the 
fertiliser subsidy. The first steps in this 
direction have been taken in 1992-93. 

In the Seventh Plan a National Project 
was launched for the promotion of the use 
of fertilisers in low consumption rain-fed 
areas. Currently covering 60 districts, it 
seeks to spread the use of fertilisers by 
opening additional retail shops for the sale 
of fertilisers; undertaking demonstrations 
for the use of fertilisers in each block; 
organising training Programmes, and 
opening soil-testing laboratories, Irrigation, 
avoidance of flooding of fields and proper 
water management and control have been 
Promoted for, among others, encouraging 
the use of fertilisers. The availability of 
agricultural credit from cooperatives, 
commercial banks and the regional rural 
banks has been stepped up from year to 
year to enable the farmers to purchase 
fertilisers and other agricultural inputs. The 
other measures to spread the use of 
fertilisers include continual increase in the 
number of Cooperative and private retail 
Sale points for fertilisers to put these within 
easy reach of the farmers, expansion of 
arrangements for testing samples for the 
Prevention of adulteration of fertilisers by 
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unscrupulous dealers and others; 
intensified efforts at providing guidance to 
farmers in the proper use of fertilisers and 
expansion of facilities for soil-testing. 
High-Yielding Varieties and Quality Seeds : 
Since the mid-sixties, high yielding varieties 
have been introduced in Indian agriculture. 
These now form a major element in the 
strategy of agricultural development. The 
spread of high-yielding varieties of 
foodgrains over extensive areas was taken 
up as a full-fledged programme, called the 
High-Yielding Varieties Programme, from 
kharif (summer) 1966. It achieved the most 
impressive results in wheat. The output 
more than doubled in just four years, from 
1966-67 to 1970-71, and almost doubled 
again by 1985-86. The actual output in 
1990-91, 54.5 million tonnes, is 4.78 times 
the 1966-67 level (11.39 million tonnes). 
The high-yielding varieties of wheat have 
been spreading in recent years to non- 
traditional areas such as Bihar and West 
Bengal. Good results have also been 
achieved with high-yielding varieties of rice. 
The 1967-68 level of rice production (37.61 
million tonnes) was exceeded by 98 per 
cent in 1990-91 (74.6 million tonnes). The 
impact of high-yielding varieties, however, 
has been much weaker in the case of coarse 
cereals, This is accounted for by a variety 
of factors such as : (i) lack of suitable 
varieties for different agro-climatic zones; 
(ii) vulnerability of the available varieties to 
pests and diseases; (iii) inadequate and 
irregular supply of water in the unirrigated 
areas; (iv) application of fertilisers in much 
below the recommended dosages; and (v) 
difficulties about the multiplication of 
improved seeds and making these available 
to cultivators. 

The area under high-yielding varieties 
(HYV) increased from 6.04 million hectares 
in 1967-68 to 63.9 million hectares in 1990- 
91. The success of the programme remains 
most marked in the case of wheat and rice. 
In 1990-91 over 66 per cent of the area 
under paddy and over 85 per cent of the 
area under wheat is expected to be covered 
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by the HYV but in the case of the coarse 
cereals (maize, bajra and jowar) this 
percentage may be only 42.7 per cent or so. 
Introduction of high-yielding long-staple 
varieties of cotton has made the country 
self-sufficient even in long-staple cotton in 
which there was earlier a large deficit. In 
1989-90 the country produced 11.4 million 
bales of cotton (170 kg each) and was 
surplus in it. As a resulted, it exported 
374.3 thousand tonnes of raw cotton and 
earned Rs 846 crores in 1990-91 even 
though production declined to 9.8 million 
bales in that year on- account of a pest 
attack and bad weather. India figures now 
among the raw cotton exporters. 
Development and spread of high-yielding 
varieties was an important element in the 
special programmes that were launched 
during the Seventh Plan period for raising 
the production of pulses and oilseeds so 
as to meet the country’s full requirements 
of these from domestic resources. - 


Quality Seeds : A programme to ensure 
adequate production and distribution of 
certified and quality seeds for replacement 
of the existing seeds by higher-yielding 
seeds has been in operation for the last 
several decades. The beginnings of this 
programme may be traced back to the 
establishment of seed farms in the Second 
Plan. The introduction of the high-yielding 
varieties in the mid-1960s lent further 
urgency and importance to this programme. 
There has been a rising trend, though with 
occasional set-backs on account of some 
adverse factors, in the quantity of certified/ 
quality seeds distributed. The quantity 
rose to 250 thousand tonnes in 1980- 
8] and further to 571 thousand tonnes 
in 1990-91. 

The Central Government introduced a 
new policy on seeds development with effect 
from October 1988. It lays special emphasis 
on import of quality seeds of coarse cereals, 
pulses, oilseeds, vegetables and flowers and 
of planting materials so as to facilitate 
upgradation of seeds and planting materials 
supplied to farmers. It provides incentives 
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to the domestic seed industry to make the 
country self-reliant in the production of 
quality seeds. It is hoped that this will 
contribute to a rapid increase in the 
production of coarse grains, pulses, 
oilseeds, vegetables and. flowers. ` 

In order to ensure that in the event of 
national calamities like floods, droughts, 
crop diseases, etc., seeds are available to 
the farmers at short notice, the National 
Seeds Corporation has been operating since 
1978 a buffer stock of seeds. Since 1987- 


88, the State Seeds Corporations have been: 


allowed to maintain’ buffer stocks of seeds 
of coarse grains, pulses and oilseeds, 


Plant Protection ;'Pests and diseases destroy 
plants and reduce crop yields. Many of the 
high-yielding varieties are particularly 
susceptible to pests and diseases. 
Accordingly, there has been a growing 
emphasis on plant protection measures. 
The problem is being tackled from two 
~ sides. On the one hand, crop varieties that 
resist pests and diseases more effectively 
are being developed and introduced. On 
the other hand, measures for destroying 
pests and diseases are being made more 
effective. These measures include, among 
others, seéd treatment, spraying of crops, 
control of locusts, anti-rat operations and 
weed control. j 
A pest surveillance, forecasting and 
warning service has been set up to enable 
farmers to take appropriate plant protection 
measures at the right time. Plant protection 
measures yield the best results when 
undertaken by all the cultivators in the 
particular area. Efforts have been made, 
therefore, to organise the measures on an 
institutional basis. The State Governments 
have been given financial assistance for 
setting up ground spraying organisations, 
For some. crops like cotton, sugar-cane, 
etc., when the plants are fairly tall, plant 
protection’ can be best achieved through 
spraying of pesticides from the air. Aerial 
Spraying is also: necessary when pests 
appear on an epidemic scale and control 
has to be achieved within the shortest 
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possible time over the widest possible area. 
Accordingly, arrangements and organi- 
sations for aerial spraying of pesticides 
have been strengthened over the years. 
Pesticides are a very costly item and 
adulteration yields large gains. The public 
agencies have to engage themselves all the 
time in a sort of running battle to keep the 
problem under check. The high prices also 
tend to check the necessary use of 
pesticides. This has made the Central 
Government take measures to restrain the 
prices of pesticides. Some of the measures 


taken in recent years to this end include : 


, (i) exemption from excise duty of some of 


‘saline, alkaline, 


the materials used in pesticides 
manufacture; (ii) reduction in custom duty 
on’a number of pesticides and materials 
for their manufacture; and (iii) permission 


: to designated States and cooperative 


Societies to import freely selected pesticide 
items to ensure that the manufacturers do 
not combine to push up the prices unduly. 
The consumption of pesticides, in terms of 
technical grade materials, has increased ‘ 
from 2,350 tonnes in 1955-56 to around 
82,000 tonnes in 1990-91, 

The chemical pesticides and weedicides 
are commonly held to damage the soil and 
the environment. Accordingly, in recent 
years there has been a growing emphasis 
on biological means. for destroying pests 

weeds, In recent years natural enemies 
of insects, pests and diseases found within 
the country and abroad have been reared 
on a mass scale or multiplied for large- 
scale field release. This has helped to check 
destructive rice, Sugar-cane and cotton 
pests. 


Land and Soil Improvement : Around 141.5 
million hectares, that is about 43.3 per cent 
of the country’s total geographical area, 
suffer from various degrees of erosion and 
degradation. It has been estimated that out 
of this area it may be possible to reclaim 
and develop about 40 million hectares of 
ravine and coastal sandy 
areas as well as culturable wastelands and 
old fallows (other than current fallows) 
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through such measures as land levelling 
and shapping, contour bunding and 
terracing of sloping lands, reclamation of 
ravines and gullies, planting trees, removal 
of salinity and alkalinity (among others, by 


the use of suitable soil conditioners such . 


as gypsum together with suitable crop 
varieties and agronomic practices), and 
control of shifting cultivation (known as 
jhum cultivation). Some of the special 


programmes undertaken for the purpose.. 


are described below. 


Soil Conservation : Top layers of the soil are 
removed by wind and water. This is known 
as soil erosion. The measures ‘taken to 
prevent this such as contour bunding and 
terracing of sloping lands, planting trees, 
plugging of gullies, etc., constitute soil 
conservation. The Central Soil Conservation 
Board was set up as early as 1953. In the 
early Plan period soil conservation made 
rather slow progress. A major constraint had 
been the absence of a comprehensive nation- 


wide soil survey. Efforts have been made to , 


overcome this deficiency by building up soil’ 
survey organisations in the States backed 
up by a Central soil and land use survey 
organisation. A scheme of soil conservation 


in the catchments of major ‘river’ valley _ 


projects has been in operation since the 
1960s. A scheme of integrated watershed 
management in the catchments of | flood- 


prone rivers is being implemented since the” 
Sixth Plan period. Soil and water | 


conservation programmes are now being- 
taken up treating a watershed ás a unit of 
operation. Up to 1990-91 around 34-35 
million hectares would have been treated 
by various soil and water conservation 
measures. 


Reclamation of Saline and Alkaline 
Lands ; Large areas in Haryana, Punjab 
and Uttar Pradesh have extensive tracts of 
alkaline soils. The problem is so severe in 
an area of about seven million hectares 
that crop production is either impossible 
or gives very low yields. A scheme: for the 
reclamation of alkaline soils in the three 


Jhumias to give up jhum by 
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States is in operation. Under the scheme 
gypsum is supplied at a highly subsidised 
price for the treatment of the alkaline soils. 


Reclamation of Ravine Areas, : The ravines © 


‘of Uttar Pradesh, Madhya Pradesh and ' 


Rajasthan (the Chambal Valley area) are 

a favourite haunt of dacoits. Economic 

development of the dacoity-prone areas 

has been considered an effective way to 

rid it of dacoits. Accordingly, a scheme 

for the reclamation and siabilisation of 

the ravine areas has been taken up by’ 
the three States with full Central assis- 

tance. The scheme covers an aggregate ` 
area of 164 thousand hectares comprising’ 
selected areas of 28 districts. The scheme + 
has been extended to selected areas in 

Gujarat from 1989-90. 


Control of Shifting Cultivation : Under 
shifting cultivation (called jhum) a piece of 
land is cleared for cultivation by burning 
down the forest. After two or three years, 
when, plants and weeds come up again, it 
is abandoned and another piece of land is _ 
cleared by burning down the forest. Jhum 
is obviously a very destructive practice. The 
seven north-eastern States, Andhra 
Pradesh and Orissa account for 95 per cent 
of the jhumias who indulge in this practice. 
A scheme is under implementation. to 
control shifting cultivation by inducing 
providing them 
with an alternative means of livelihood, 
namely, developed land for a settled 
cultivation and subsidiary income-generating . 
activities. : 4 

The above measures may be expected _ 
to add to the cropped area as well as bring 
about a substantial improvement in crop _ 
yields per hectare. 


Agronomic Practices : The practices relating 
to the choice of crops and their varieties, 
soil preparation, crop rotation, ‘seed 
selection, fertiliser application, number and“, 
timing of irrigation, water harvesting (that 
is, conservation of water in the dry areas > 
with a view to making the most effective 
use of the available moisture); etc., have . 
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an important impact on yields. These 
practices naturally vary in different areas 
such as arid and semi-arid areas, irrigated 
areas, humid areas, high altitude areas, 
and the like. All-India coordinated research 
projects have been undertaken for different 
crops with the objective’ of evolving the most 
effective practices ‘suitable for different 
areas. In order that the cultivators actually 
adopt the’ superior agronomic practices 
evolved through research, it is necessary 
to strengthen the extension machinery, that 
is, the organisations which’ communicate 
the results of résearch to the cultivators. 
„The progtammes’ for farmer’ training and 
“demonstration plots also need to be 
, extended and improved, 


Improvement in the Cropping Pattern 


Besides the increase in the cropped area 
and improvement in the per hectare yield 
of crops, agricultural development since 
1950-51 has been. the product also of 
substitution of more valuable crops for 
„the less valuable Ones, for example, of 
.commercial crops for foodgrains, of 
superior grains (wheat and Tice) for coarse 
‘grains, of superior varieties for inferior 
varieties, and of horticulture (growing of 
‘vegetables and fruits) for ordinary crops. 
This process is expected to proceed even 
faster in the future and make a more 
notable contribution to the increase in 
agricultural production in terms of the 
¡income generated in this sector. 


-A New Approach to. Agricultural 
„Planning ~ 


‘A new approach to agricultural planning 
has been conceived in recent years, In 
‘this approach agricultural planning is to 
be based on agro-climatic zones and is 
to involve, besides, the Central and State 
Governments, 
institutions and financial institutions, The 
15 agro- 
climatic zones taking into account-soil type, 
Climatic and water resources, Land and 


water development, strategies, suitable 


‘credit. 
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cropping ‘patterns, and non-crop 
agricultural activities like forestry, animal 
husbandary and fisheries have been 
worked out for each zone. Emphasis has 
been laid on activities concerned with the 
processing of agricultural produce. 


‘Institutional Credit 


The agriculturist needs credit for a variety 
of purposes and for different periods, 
Firstly, he needs short-term credit (up to 
15 months) for the purchase of require- 


«ments of current production (seed, 


fertilisers, pesticides, electricity, diesel oil, 
feed for cattle, repair of implements, wages 
to hired workers, etc.) and to meet the 
consumption needs of his family till the 
harvest is in. Secondly, he requires 
medium-term finance (up to five years) 
for such purposes as buying cattle and 
implements, undertaking digging of wells 
or other minor irrigation works, and 
effecting substantial improvement to land. 
Finally, he requires long-term finance (for 


over, five years) for such purposes as 


purchase of land, substantial investment 
in pumping-sets, farm machinery and 
orchards, and to pay off old debts. f 

In earlier times, the agriculturist 
borrowed mostly from non-institutional 
sources such as money-lenders, traders 
and commission agents, and relatives. 
Institutional sources, mainly credit coope- 
Tatives and the government, accounted for 
a tiny proportion of the total agricultural 
7 The position revealed by the RBI 
All-India Rural Credit Survey 1951-52 
Showed that, on the average, the cultivators 
secured credit as follows: money-lenders 
‘69.7 per cent; relatives, 14.2 per cent; 
traders and commission agents, 5.5 per 
cent; cooperatives, 3.1 per cent; government, 
3.3 per cent; and others, 4.2 per cent. That 
Position was unsatisfactory on several 
counts. (i)' The supply of credit was irregular 
and depended largely on personal relations 
between the borrower and the lender. 
(ii) The money-lendet often took advantage 
of the ignorance and helplessness of the 
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cultivator to exploit him. The rate of interest 
was invariably high. When the trader was 
also a shopkeeper, or trader or commission 
agent in farm produce, the borrower was 
often obliged to buy from him or to sell to, 
or through him. In all these transactions, 
the borrower was at a disadvantage. The 
real cost of the loan was in effect much 
higher than the interest charged. (iii) Since 
the borrower was generally illiterate, the 
money-lender often resorted to downright 
cheating such as failure to record the 
repayments in full. (iv) On account of the 
high rate and compounding of interest, the 
debt multiplied fast. This often obliged the 
agriculturist debtor to part with a portion, 
sometimes the whole, of his holding to meet 
his debt obligations. (v) The landless tenants 
and farm workers, who had no land to offer 
as security, found it difficult to borrow. The 
loans were available, if at all, on very 
onerous terms and the borrowers were often 
saddled with permanent debt. The more 
helpless among them degenerated into more 
or less bonded labour and were obliged’ to 
work year after year for the creditor- 
employer. The position of small holders was 
only a shade better, if at all. 


Multi-agency Institutional Credit 
Set-up since 1951-52 


Since 1951-52, a multi-agency institutional 
set-up to provide credit to the 
agriculturists has been established. It 
includes, besides the agencies that existed 
before 1951-52, namely the State 
Governments (which, provided taccavi 
loans) and the cooperatives, the 
commercial banks and the Regional Rural 
Banks. The disbursements óf credit by 
them in selected years are given in 
Appendix 14.4 

Agricultural Credit Cooperatives : In the 
period since 1950-51, as in the colonial 
period, provision of short-term and 
medium-term loans to agriculturists 
remained the responsibility of the Primary 
Agricultural Credit Societies (PACS) while 
the Land Mortgage Banks, subsequently 
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renamed Land Development Banks, 
remained the source of long-term loans. 
The PACS were affiliated to the Central 
Cooperative Banks (CCBs) and the latter in 
turn to the State Cooperative Bank (SCB). 
The growth in the amount annually lent by 
these institutions is given for selected years 
up to 1990-91 in Appendix 14.4. A serious 
problem which continues to hamper their 
development, is non-payment by borrowers 
in time, that is, of overdues in payment of 
interest and repayment of capital by 
borrowers. Overdues have been in the late 
1980s and early 1990s at around 40-42 
per cent. This is a great source of weakness 
for the entire cooperative credit structure. 
For strengthening the Primary Agricultural 
Credit Societies (PACS), a Business 
Development Programme has been started 
with the objective of making PACS viable 
by increasing their membership and loans 
and advances and by making them 
undertake several functions besides grant 
of loans. 

By mid-1960s it was increasingly felt 
that the cooperatives alone could not cope 
with the requirements of agricultural credit. 
On the one hand, after the introduction of 
intensive agriculture based on high-yielding 
varieties, the demand for short-term credit 
for financing production inputs, distribution 
of fertilisers, and marketing, storage and 
processing of agricultural produce, and for 
medium- and long-term credit for 
development of agricultural facilities, had 
greatly increased. On the other hand, the 
credit cooperative structure suffered from 
several weaknesses which constrained its 
credit operations. Firstly, the credit 
cooperatives had shown uneven develop- 
ment. The four cooperatively advanced 
States, namely, Gujarat, Maharashtra, 
Punjab and Tamil Nadu, accounted for 52.5 
per cent of the short- and medium-term 
loans advanced by the Primary Agricultural 
Credit Societies in 1968-69, while the four 
Eastern States of Assam, Bihar, Orissa and 
West Bengal, as well as Rajasthan taken 
together accounted for only 9.4 per cent of 
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these. Likewise, the share of the two groups 
of the States in the ordinary long-term loans 
advanced by the Land Development Banks 
in that yea was 57.5 per cent and 6.3 per 
cent, respt ‘ly. Clearly, in order to meet 
the agricul: ural credit requirements in the 


States where he cooperative structure was, 


very weak, there was an urgent need for 
an alternative credit source. Secondly, an 
unacceptably high proportion of the 
borrowers failed to make payment at the 
due time. In 1968-69 the ratio of overdues 
to loan outsiandings of short- and medium- 
term loans was as high as 39 per cent for 
primary agricultural credit societies. The 
corresponding overdues ratio for out- 
standing long-term loans from primary land 
development banks was 21.2 per cent. The 
weakness of the primary-level institutions 
of the cooperative credit structure had an 
adverse impact on the secondary-level 
institutions as the former could not meet 
the loan repayments due to the latter in 
time. In 1968-69, the ratio’of overdues to 
loan outstandings rose to 27 per cent for 
the Cooperative Central Banks (the 
cooperative credit institution at the district 
level with which the primary societies are 
affiliated) and 10.8 per cent for the State 
Land Development Banks (with which the 
primary land development banks are 
affiliated). Rising overdues meant that more 
of the capital resources of the credit 
cooperatives were getting frozen and were 
not available for fresh lending. This tended 
to slow down the growth of the cooperative 
credit structure. Thirdly, the cooperatives 
had failed to attraet sufficient deposits. The 
bulk of their resources were derived from 
outside sources. The PACs borrowed from 
the CCBs, the CCBs from the SCBs and 
the latter from the RBI. The cooperatives 
thus lacked an important characteristic of 
a real cooperative institution, namely, self- 
reliance. Fourthly, a substantial Proportion 
of the primary agricultural credit societies 
were in a bad shape. They suffered from 
eeanomic scale, very limited resources, 
poor managenient’ and heavy overdues. 
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Many of them were not viable, that is, could 
not survive and grow. This position had 
seriously affected also the viability of many 
of the ‘cooperative central banks. The 
programme ‘of organising viable primary 
societies by amalgamating the non-viable 
primary societies had been launched, but 
it was making very slow progress. Fifthly, 
the cooperatives were often dominated by 
substantial land-holders. Small and mar- 
ginal farmers, tenants and sharecroppers 
were denied their due share of credit. 


Commercial Banks in a New Role : The felt , 


inadequacy of the cooperative structure in 
meeting the rising demand for agricultural 
credit led to the conclusion that it would 
be necessary for the commercial banks to 
Serve as an additional source of agricultural 
credit, The nationalisation of the 14 major 
commercial banks in July 1969 clinched 
the issue. Ever since the banks have had 
a growing role in providing agricultural 
credit. They have been doing this by 
(i) providing short- and medium-term credit 
to farmers directly (direct finance) and 
(ii) providing funds. for distribution of 
fertilisers and other agricultural inputs, 
loans to State Electricity Boards, loans to 
farmers through the primary agricultural 
credit societies (PACS), farmers service 
Societies (FSS) and large-sized adivasi multi- 
purpose societies (LAMPS), and other types 
of indirect finance to agriculture. 


Regional Rural Banks : The problem of 
uneven distribution of agricultural and 
rural credit among the States and the 
various sections of rural producers 
remained largely unsolved even after the 
introduction of commercial banks. The 
commercial banks generally proved more 
ofa supplementary than a complementary 
agency to the credit cooperatives. The States 
which had benefited the most from credit 
cooperatives in general also gained the most 
from commercial bank credit. Likewise the 
substantial farmers benefited the most from 
commercial bank credit just as they had 
done from cooperative credit. Furthermore, 
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the rural branches of commercial banks 
also showed some of the weaknesses of the 
credit cooperatives. For instance, they too 
showed heavy overdues. For ensuring a 
larger supply of rural credit to the 
cooperatively less developed States and the 
weaker sections of the rural population, a 
third field level agency, the Regional Rural 
Banks (RRBs), was introduced in October 
1975. Their essential role was (i) to provide 
credit for agricultural and rural development 
where the other two agencies were either 
non-existent or weak and (ii) to cater almost 
exclusively to the credit requirements of 
the weaker sections of the population, 
namely, the small and marginal farmers, 
agricultural labourers, rural artisans, small 
traders, the self-employed and the village 
and cottage industries. The RRBs were 
intended’ to be a truly small man’s bank. 
Financing of others was exceptional. The 
other bank services are, however, available 
to all. 

An RRB is sponsored by a scheduled 
bank, usually (though not always) a public 
sector bank. Besides its owned funds 
(paid-up capital and reserves), the other 
sources of funds for an RRB are public 
deposits, borrowings from the sponsoring 
banks and borrowings from the RBI/ 
NABARD (National Bank for Agriculture 
and’ Rural Development set up by the 
Central Government in 1982). In recent 
years the RRBs have been borrowing a 
small amount also from the Industrial 
Development Bank of India (IDBI). To make 
it easier for them to draw rural savings 
to themselves as deposits, the RRBs are 
allowed, like the cooperatives, to offer 
slightly higher rates of interest on deposits 
than are permissible for the commercial 
banks. The RRBs have been collecting 
mostly savings of small-income groups. 
They charge concessional rates of interest 
on loans, which are at par with the rates 
charged by the cooperatives. Hast 

At the end of June 1989 there:were 
196 RRBs, covering. 370 districts -with 
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14,090 branches (end-March 1989). The 
three heartland States of Uttar Pradesh, 
Bihar and Madhya Pradesh accounted for 
45.5 per cent of the total number of 
branches. As at the end of December 1988, 
the RRBs held deposits of Rs 2,966 crores. 
Their aggregate outstanding direct 
advances were Rs 2,761 crores and indirect 
advances Rs 43 crores. The direct advances 
included short-term crop loans (for meeting 
the cost of seasonal agricultural operations), 
term loans (that is, for over 18 months) for 
agricultural and allied activities, loans to 
rural artisans, village and cottage 
industries, retail trade and the self- 
employed persons, and a limited amount 
of loans for consumption and other 
purposes. Ninety-two per cent of the direct 
advances had gone to the weaker sections. 
Most of these banks have not been doing 
well and have become a major problem for 
the banking system, particularly the 
sponsoring banks. 

State Governments : The State Governments 
grant taccavi loans to farmers generally 
when they are affected by natural 
calamities such as droughts and floods. 
These carry a low rate of interest and the 
debt is recovered in instalments together 
with the land revenue. These loans have 
become relatively insignificant and might 
as well disappear in the future. 

The relative contribution of the above 
three agencies as well as of the State 
Governments to direct institutional finance 
for agriculture and allied activities in selected 
years is brought out in Appendix 14.4. 

In 1950-51, the institutional credit 
more or less meant only cooperative credit, 
which amounted to only Rs 24.3 crores in 
1950-51. As a result of the enlargement of 
the annual availability of cooperative credit, 
the growing flow of commercial bank credit 
to agriculture and allied activities since 
1968-69 and the establishment and 
multiplication of the Regional Rural Banks 
(RRBs) since 1975, the availability of 
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agricultural credit has increased immen- 
sely. It increased to Rs 12,329 crores in 
1988-89. There was a temporary set-back 
in 1990-91 when the amount declined to 
Rs 10,368 crores. However, the target for 
1991-92 was set at Rs 15,455 crores. The 
greatly enlarged availability of institutional 
credit, particularly since 1968-69 has been 
a major factor for agricultural growth during 
this period. 


NABARD, the Apex Refinancing Institution: 
When an agricultural cooperative, or a 
commercial bank or an RRB lends to an 
agriculturist, the loan is a financial asset 
in the hands of this institution. It may 
use it as a security for borrowing from 
another institution. It is then said to get 
the loan refinanced by the other 
institution. This is, indeed, the way that 
the credit cooperatives, the RRBs and the 
other commercial banks have been able 
to expand their credit for agricultural and 
allied activities by securing refinance 
assistance for these at lower rates of 
interest than what they charge the 
agriculturist borrower. Since July 1982, 
the National Bank for Agriculture and 
Rural Development (NABARD) has been 
the apex refinancing institution for 
agricultural and rural credit. The functions 
of the earlier refinancing institutions for 
such credit, namely the RBI and the 
Agricultural Refinance and Development 
Corporation (ARDC), have been transferred 
to the NABARD. 
The NABARD makes available short- 
, term refinance assistance to the State 
Cooperative Banks (SCBs) and the Regional 
Rural Banks (RRBs) at concessional rates 
of interest for seasonable agricultural 
operations (that is, for financing crop 
production), marketing of crops and 
purchase and distribution of fertilisers, 
Before the establishment of the NABARD 
this function was undertaken by the RBI. 
The RBI had created and fed from its 


Its original name, Agricultural Refinance Co: 
Development Corporation in 1975. 
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annual profits two funds for providing 
refinance assistance for rural credit, namely, 
the National Rural Credit (Stabilisation) Fund 
and the Nationai Rural Credit (long-term 
Operations) Funds. Since the establishment 
of the NABARD the two Funds, together with 
their assets, liabilities and functions, have 
been transferred to it. The Bank draws upon 
the first Fund to grant medium-term loans 
to the State Cooperative Banks and the RRBs 
to enable the latter to convert their short- 
term loans to farmers affected by natural 
calamities into medium-term loans as a 
measure of debt relief. The second Fund is 
drawn upon to grant (i) medium-term loans 
to the State Cooperative Banks and the RRBs 
for financing agricultural investment, and 
(ii) long-term loans to the State Governments 
for contribution to share capital of credit 
cooperative. 

An increasingly important function of 
the NABARD is to provide long-term credit 
for a period of 25 years by way of refinance 
assistance to the Land Development Banks 
(the field level agency for long-term 
agricultural credit), the State Cooperative 
Banks, and the Scheduled Commercial 
Banks (including RRBs) for agricultural 
investment under approved schemes. The 
NABARD took over this function from the 
Agricultural Refinance and Development 
Corporation (ARDC) which had earlier 
performed it since its inception in 1963". 
Indeed, the Corporation itself was merged 
with the NABARD in 1982 and ceased to 
exist as a separate institution. By the close 
of 31 March 1990 the NABARD/ARDC had , 
sanctioned a total of 78,863 schemes and 
disbursed Rs 12,407 crores of long-term : 
refinance assistance for these, The schemes 
covered minor irrigation, land development/ 
command area development, farm mecha- 
nisation, horticulture and plantations, 
animal husbandry, dairy development, 
fisheries, construction of godowns and 
market yards, and the like. 


Tporation, was changed to Agricultural Refinance and 
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Qverdues, a Continuing Problem : While 
institutional structure for rural credit has 
grown imimensely and diversified since 
Independence, it continues to be beset with 
heavy overdues in repayment of loans. The 
problem affects not only the agriculture 
credit cooperative structure but even more 
so the Commercial Banks and the RRBs. 
It has not been possible to overcome this 
problem so far. The overdues remain a 
major impediment to the required growth 
in the availability of institutional 
agricultural credit. 

A consequence of the heavy overdues 
has been the growing demand for write-off 
of rural debts up to a specified amount. A 
few States have taken some steps in this 
direction. The Janta Dal Government that 
took office at the Centre in December 1989 
decided to write off agricultural loans ‘up 
to Rs 10,000 in each case. The Central 
Budget has now been providing since 1990- 
91 each year Rs 1,500 crores for the 
compensation amount that has to be paid 
to banks etc. for the debt relief. The States, 
presumably, are having to do the same to 
the Cooperatives. It will be important to 
avoid creating a public psychology that 
makes future loan recoveries even more 
difficult. 


Emphasis on Loans to Small Farmers : It 
has been increasingly emphasised over the 
years that a rising proportion of 
institutional credit should go to the tiny 
and small farmers. Some progress in that 
direction seems to have been made. From 
1979-80 to 1987-88, the share of tiny or 
Marginal farmers with up to 2.5 acre 
holdings (that is, a little over one hectare 
of land) in the total short-term credit 
annually advanced to farmers by 
scheduled commercial banks including the 
RRBs has gone up from 33.5 per cent to 
36.0 per cent. The share of farmers with 
over 2.5 to 5 acres (i.e. upto two hectares), 
however, has shown a large improvement 
from 23 per cent to 31 per cent. The share 


of larger farmers with over 5 acres (i.e. 
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two hectares) has declined from 44.4 per 
cent to 33.2 per cent. With regard to the 
term loans annually advanced by 
scheduled commercial banks to farmers, 
the share of those with up to 2.5 acres 
has improved over the period from 11.7 
per cent to 17.5 per cent and of those 
with over 2.5 acres to 5 acres, from 13.7 
per cent to 19.2 per cent. Correspondingly, 
the share of larger farmers with over five 
acre holdings has declined from 74.6 per 
cent to 63.2 per cent. The large farmers 
still secure over three-fifths of the total 
term loans presumably because they are 
in a position to offer a lager area of land 
as security. : 

The credit advanced by the Primary 
Agricultural Credit Societies has also shown 
similar trends. Of the total amount of loans 
and advances issued during the year, the 
share of tenant cultivators, agricultural 
labourers and others has improved from 
3.5 per cent in 1979-80 to 4.7 per cent in 
1987-88 and of those with up to two 
hectares of owned land, from 34.5 per cent 
to 38.5 per cent. On the other hand, the 
share of those with over two hectares of 
land was deciined from 62 per cent to 56.6 
per cent. The larger owners remain the 
principal -beneficiaries from cooperative 
credit, though less so than in the past. 


Crop Insurance 

A comprehensive scheme of crop insurance 
was ihtroduced by the Government of India 
from "1985 kharif (summer crop). It is 
operated through the General Insurance 
Corporation with active involvement of the 
State Government. Its basic objectives are: 
(i) to provide financial support to farmers 


-in the event of a crop failure on account 


of natural calamities; (ii) to enable farmers 
affected by a crop failure to restore their 
eligibility for fresh borrowing from 
the institutional credit institutions; and 
(iii) to stimulate production of cereals, 
pulses and oilseeds. Farmers availing 
themgelves of crop loans from the 
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cooperatives, commercial banks and RRBs 
for growing rice, wheat, millets, pulses and 
oilseeds are cevered by the Scheme. The 
sum insured was originally 150 per cent 
of the crop loan disbursed to the 
beneficiaries. The insurance premium (2 
per cent of the sum insured for rice, wheat 
and millets and 1 per cent for pulses and 
oilseeds) is deducted at the time of 
disbursement of the loan. Small and 
marginal farmers pay only 50 per cent 
of the insurance premium, the balanced 
is covered by a subsidy shared equally 
by the Centre and the States. 

The Scheme was suspended in April 
1988 on account of heavy losses suffered 
but was reintroduced in September 1988 
with two changes. The sum insured was 
reduced to 100 per cent of the crop loan 
and the total amount insured was limited 
to Rs 10,000 per farmer. In kharif 1991, 
the latest period for which complete data 
are available, 17 States/Union Territories 
participated in the Scheme, which covered 
2.24 million farmers and 4.37 million 
hectares. The sum insured was Rs 646.7 
crores on which Rs 9.5 crores were 
-collected as premium. The number of the 
Participants, the number of farmers and 
the sum insured vary from season to 
season. The number of Participants and 
the sum insured is much larger in the 
kharif crop relatively to the rabi crop. The 
claims paid usually far exceed the premium 
collected, that is, the Scheme incurs a large 
annual loss. 


Organised Marketing . 


Organised marketing which aims at 
ensuring a reasonable price to the cultivator 
is an essential institutional support for 
agricultural development. In this respect, 
the post-Independence period has registered 
varying degrees of progress in three major 
directions ; regulated markets, cooperative 
marketing and price support. The progress 
is briefly described below. 
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Regulated Markets 


The unregulated markets had unfair and 
underhand marketing procedures, illegi- 
timate deductions from the purchase’ price 
payable to the farmer, excessive marketing 
charges, unstandardised weights and 
measures, and other exploitative practices. 
Public policy has sought to put an end 
to these evils by instituting regulated 
markets. Most State and Union Territory 
Governments have enacted legislation 
providing for the establishment of regu- 
lated markets, 

A regulated market for one or more 
commodities is administered by a 
Marketing Committee appointed by the 
State Government. The Committee 
comprises the representatives of the State 
Government, local bodies, growers, traders 
and commission agents, and other market 
functionaries. It ensures that standardised 
and open marketing procedures are 
followed, there is no collusion between 
brokers and traders to the disadvantage of 
farmers, standardised (now metric) weights 
and measures are used, marketing charges 
are fair, and there are no unauthorised 
deductions from the purchase price payable, 
to the cultivator. 

By March 1989, 6,118 markets had 
been regulated. It may be hoped that before 
long almost all primary markets will be 
regulated: To prevent distress sale by the 
farmers, particularly the small and marginal 
farmers, at the low prices prevailing 
immediately after harvest, rural godowns 
have been set up. By the end of March 
1989, 3,042 godowns with a storage capa- 


city of 16.8 lakh tonnes had been set up. 


Cooperative Marketing 


The progress of cooperative marketing has 
been much more modest. In this case, 
the growers market their produce not 
individually but through their cooperative 
marketing society, and thus have a chance 
of securing better terms. The aim is to 
reduce the number of middlemen and 
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their profit margins to the minimum, and 
to improve the bargaining strength of the 
growers. The cooperative society advances 
money to farmers pending ‘the sale of the 
produce and thus enables them to wait 
for a better price. It may also arrange 
for speedy and economical transport and 
grading of the produce, and provide 
storage and warehousing facilities. Besides 
‘the sale of the farmer's produce, it may 
supply him with essential inputs. 

The cooperative marketing structure is 
made up of general purpose primary 
cooperative marketing societies covering all 
important mandis, specialised primary 
marketing societies for particular crops, 
district/central federations of cooperative 

„marketing societies and the National 
Agricultural Cooperative Marketing 
Federation of India (NAFED) at the national 
level. In 1988-89 the marketing coope- 
ratives handled agricultural produce worth 
around Rs 5,000 crores (as against only 
Rs 179 crores in 1960-61). They undertook 
retail sale of fertilisers amounting to around 
Rs 2,000 crores (as against only Rs 28 
crores in 1960-61), and distributed Rs 
4,300 crores worth of consumer goods in 
urban and rural areas. 

Cooperative marketing and supply have 
generally made good progress only where 
these are undertaken in conjunction with 
State trading or state administered price 

. Structures (foodgrains, cotton, jute, oilseeds, 
Sugar-cane, fertilisers, seeds, insecticides, 
implements, etc.), Public sector corporations 
engaged in procurement and distribution 
of different agricultural commodities like 
food, cotton and jute have been increasingly 
Utilising the services of cooperatives for 
Procurement from the farmers. With the 
gradual abolition of price and distribution 
controls and reduction of the public sector 

“tole in economic activity under the New 

Economic Policy, cooperative marketing 

Might face tougher times. 


* Price Support a Ke 
In order to provide the cultivator with 
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steady incentives to expand output, it is 
necessary to insure him against the fear 
of a fall in prices. This has been done 
by instituting a system of price support. 
Under this the State assures the growers 
a prescribed minimum support/procure- 
ment price for his produce. Arrangements 
are made through the State and 
cooperative trading agencies such as 
the Food Corporation of India, Jute 
Corporation of India, Cotton Corporation 
of India, National Agricultural Cooperative 
Marketing Federation and the Tobacco 
Board to buy any quantity that may be 
offered at this price. The system has 
covered such major commodities as paddy, 
wheat, coarse grains, pulses, oilseeds, 
cotton and jute. By reducing the growers’ 
risks, the system has helped to create a 
favourable climate for agricultural 
development. It has been particularly 
successful in the case of wheat and rice. 


The Foodgrain Problem y 


In this country the food problem has been 
viewed primarily as that of ensuring a 
certain minimum supply of foodgrains at 
reasonable prices, particularly to the poor 
who generally do not have enough to eat. 
Experience has shown that failure to 
ensure this minimum supply has serious 
consequences. Firstly, the health and 
efficiency. of the poor strata is impaired. 
Research studies have shown that where 
a cereal such as wheat or rice is the staple 
diet, inadequate consumption of calories 
(energy) is the basic cause of malnutrition. 
It is therefore important to ensure 
adequate consumption of cereals. Secondly, 
there is an upward pressure on prices. 
In Indian conditions, the price of 
foodgrains tends to rise more than propor- 
tionately to the shortage in their 
availability. The rise in foodgrain prices 
tends’ to touch off an all-round rise in 
the cost of living, money wages, production 
costs and prices. Rising prices upset the 
development effort and cause im 

hardship to the common man. ~ 
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shortages in availability of foodgrains make 
cereal imports unavoidable, putting a 
further strain on the country’s limited 
foreign exchange resources. Finally, 
shortages and rising prices of foodgrains 
generate social and political instability. The 
food policy has, therefore, concentrated 
on maintaining reasonable availability of 
foodgrains. Its main concern has been 
avoidance and elimination of hunger. 

In course of time it has begun to be 
realised that while elimination of hunger is 
the essential first step, it is necessary to 
take a wider view of the food problem. The 
proper objective of food policy ought to be 
to ensure to all strata of the population a 
balanced diet which fully provides the 
nutrients — calories, proteins, vitamins, 
iron, etc. — which the human body needs 
for its proper maintenance and growth in 
a state of health and efficiency, and not 
merely enough foodgrains. This is 
particularly necessary in the case of certain 
groups of the population which are more 
often affected by nutritional deficiencies 
such as children and pregnant and nursing 
mothers. The food problem is thus being 
increasingly understood as that of providing 
adequate nutrition to all sections of the 
population, and not merely that of 
avoidance and elimination of hunger, 
However, here we concentrate only on the 
foodgrain aspect of the problem as the 
essential first step towards providing 
adequate nutrition to all. 


Essentials of an Adequate 
Foodgrains Policy 


The basic objective of foodgrains Policy 
in India may be to establish an adequate 
national foodgrains Security system 
(NFGSS) aimed at assured availability of 
foodgrains to all strata of the population. 
The following may be the essential 
elements of the system: 


l. There must be an adequate and 
reasonably stable production of cereals 
and pulses. In a situation of acute 
Scarcity of foodgrains supplies, food 
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management alone will be unable to 
cope with the situation and might 
altogether break down. Nor can the 
NFGSS be based permanently on large- 
scale foodgrains imports. The country's 
massive foodgrain requirements in 
relation to her very limited foreign 
exchange resources rule out this 
possibility. The NFGSS has to be based 
essentially on domestic production 
though some imports might be 
inevitable to tide over temporary or 
minor shortages. 

2. Research may be directed at producing 
foodgrain crops of a higher nutritional 
value, for example, cereal crops with a 
higher protein content. 

3. There may be an efficient management 
of available foodgrain supplies to even 
out availability between the surplus and 
the deficit areas, the good and the bad 
years, and the harvest and the lean 
months. In particular, essential food- 
grains may be made available to the 
poor strata at reasonable prices, and 
hoarding and profiteering in foodgrains 
may be curbed. Experience shows that 
in India this may not be ensured if 
Procurement and distribution are left 
entirely to uncontrolled private trade. 
Management of foodgrain supplies has 
been considered a crucial aspect of 
economic management in India. 

4. It is not enough just to ensure that 
food is available. The poor must be able 
to acquire the purchasing power to buy 
the needed food, Expansion of employ- 
ment opportunities for the poor is of 
crucial importance for this purpose, 
Food losses and deterioration in nutri- 
tional content during harvesting, pro- 
cessing, storage and cooking may be 
cut down to the minimum by adopting 
improved techniques in these activities. 


Progress towards a National Foodgrain 
Security System 


Since the inception of Planning considerable 
Progress has been made in establishing 
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a national foodgrain security system 
though more needs to be done to improve 
the efficiency of the system. The progress 
is briefly described below, 


Increase in Food Production : Cereal 
production has increased from 42.4 million 
tonnes in 1950-51 to 162.2 million tonnes 
in 1990-91, that is, 3.8 times. The largest 
increase has been in superior grains 
(wheat and rice) while coarse grains (jowar, 
bajra, maize, ragi, barley, etc.) have shown 
a more modest increase. The cereal 
production thus has not only grown several 
times, its composition has also improved. 
Since 1976 the country has been almost 
self-sufficient in cereals. Substantial 
imports have been necessary only when 
there was a sharp temporary set-back to 
production mainly on account of 
unfavourable monsoons. From 1978 to 
1980 and again from 1985 to 1987, the 
country was actually a net exporter of 
cereals. In contrast, the increase‘in the 
production of pulses has been’ very 
modest, from 8.4 million tonnes in 1950- 
51 to 14.0 million tonnes in 1990-91 (only 
1.67 times). Moreover, this growth has 
been very erratic with large annual 
fluctuations in output. From 1950-51 to 
1990-91, while per capita daily net 
availability of cereals has increased from 
334.2 gms to 470.2 gms, that of pulses 
has declined from 60.7 to 39.7 gms. The 
decline in net daily availability of pulses 
is a matter of considerable concern as in 
the predominantly vegetarian India pulses 
are a major source of protein. 

In spite of the progress made since 
1950-51, production of cereals and pulses 
must continue to have high priority in the 
foreseeable future. At the same time, there 
may also be much greater emphasis on 
the production of other food items. At the 
Same time there may be more intense 
research efforts at producing foodgrains 
and other food items such as oilseeds, 
eggs, milk, meat and fish of higher 
Nutritional value. 
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Foodgrain Management 


Foodgrain management had its birth 
during World War II in order to cope with 
shortages and rising prices of foodgrains ~ 
resulting from imbalance between domestic - 
demand and production, made worse by 
the non-availability of imports and the | 
hoarding and profiteering by grain dealers ` 
and others. The country has continued 
to practise foodgrain’ management ever 
sincé, äs the threat of shortages and rising 
prices has never altogether disappeared. 
There have been changes in the scale and ° 
details of food management from time to“ 
time depending upon the prevailing food `; 
situation but its basic structure has largely 
remained intact. The essential elements `- 
of this structure are: : À 


1. Maintenance of a public distribution 
system in foodgrains. 

2. Maintenance, of a buffer stock of. 
foodgrains!..(in. addition; to the > 
operational stocks needed to run the 
public distribution system) to be drawn 
upon in lean years and seasons to \, 
supplement current availability. 

3. Procurement by Government agencies 
of a. sizable percentage of the 
marketable surplus of foodgrains to 
provide adequate supplies to the public 
distribution system and to maintain a 
buffer stock at an adequate level. 

4. Imposition of such restrictions on the 
movement of foodgrains as may be 
considered necessary for procurement , 
of foodgrains by the State agencies or 
to prevent, in conditions of shortage, 
an excessive rise in prices throughout 
the country. i 

5. Regulation of private trade to curb 
speculation and hoarding. ` 5 

6. Import of foodgrains as and when ;, 
necessary to supplement domestic 
output and procurement. 


Public Distribution System : The public 
distribution system (PDS) aims at supplying 
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foodgrains and other essential commodities 
-such as sugar, imported edible oils, 
kerosene and soft-coke at reasonable prices 
through a network of fair price shops, 
including mobile shops, to meet the needs 
of industrial workers and people living in 
-isolated pockets and remote areas. The 
‘number of fair price shops has been 
increased from year to year and was about 
3,75,000 in 1991-92. About three-fourths 
of these shops are located in rural areas. 
The foodgrains are items made available at 
controlled subsidised price and the Centre 
pays over 2,000 crores as foodgrain 
subsidy. The off-take of foodgrains from 
-the fair price shops varies from year to 

: year; it goes up in bad agricultural years 
„when free market prices tend to go up and 
declines in good agricultural years when 
supplies in the private market are plentiful 
and prices are reasonable but the long- 
term trend is upwards. The off-take was 
-16 million tonnes in 1990-92. 

Up to 1964 the PDS was based mainly 
on imported foodgrains but since then 
domestic procurement has shown a rising 
trend. The total quantity procured rose from 
1.43 million tonnes in 1964 to over 24 
million tonnes in 1990-91. Domestic 
procurement thus became increasingly, and 
since 1976 almost entirely in normal years, 
the mainstay of the PDS in foodgrains. 
Imports are now undertaken only when a 
poor agricultural year or inadequate 
procurement results in considerable 
depletion of stocks. Over the years the PDS 
has become the key instrument of foodgrain 
management. 


Domestic Procurement of Foodgrains : 
Different methods of procurement of 
foodgrains have been adopted from time to 
time and from area to area depending upon 
the situation. The usual methods have 
been: guarantee of a minimum support 
price for wheat and paddy/rice and 
purchase of whatever quantity is offered at 
that price; levy on growers; and levy on 
traders/processors (shellers in the case of 
rice). With the emergence of areas that are 
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heavily surplus in foodgrains as a result of 
the green revolution such as Punjab, 
Haryana and West Uttar Pradesh, it is 
possible to depress prices in these areas to 
the level of the procurement price by formal 
or informal restrictions on the movement 
of foodgrains out of these areas. The greater 
part of the market surplus is then available 
for purchase by government agencies at 
the procurement price. This has now 
become the most important method of 
procurement, particularly of wheat. To 
facilitate procurement for the PDS 
necessary restrictions are placed on the 
movement of foodgrains. These have varied 
from time to time and area to area 
depending upon the requirements of the 
situation. Procurement at a low price by 
deliberately depressing the prices in the 
heavily surplus areas is, however, lately 
proving counterproductive. Now that, also 
as a result of the green revolution, a class 
of substantial cultivators has emerged 
which has a considerable staying power 
and does not have to rush to the market 
immediately after the harvest, procurement 
at low prices is meeting with considerable 
resistance and it has considerably declined 
in 1991-92 and in wheat again in 1992- 
93, resulting in a heavy decline in stocks. 
As a result, import of foodgrains had to be 
arranged at a much higher than the 
procurement price. It looks as if, in future, 
procurement would need to be only at an 
adequately remunerative price to the 
grower. Private trade in foodgrains has been 
subject to such regulations as are 
necessary to prevent speculation and 
hoarding. 

An adequate buffer stock of foodgrains 
has been considered a necessary condition 
for the smooth Operation of the PDS so 
that current availability may be supple- 
mented by drawing upon the stocks in lean 
years and seasons. Conversely, in case of 
bumper foodgrain crops that may cause 
an undue fall in prices, which discourages 
the growers, reasonable prices may be 
maintained by building up the buffer stock. 
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The view as to the proper size of the buffer 
stock has changed from time to time 
depending upon the scale of operations of 
the PDS and the extent of year to year 
fluctuations in foodgrain output. The ` 
Central Government decided in March 1984 
that the buffer stock to be maintained by 
the public agencies should be 10 million 
tonnes made up of 5 million tonnes each, 
of wheat and rice. Besides, there should 
be an operational stock to run the PDS. It 
-might vary over the year from a low of 6.5 
million tonnes on 1 April and a high of” 


11.4 million tonnes on 1 July. According re 
to this decision the total stock of foodgrains, * 


buffer as well as operational, should 
be 16.5 million tonnes at the end of” 
-March each year. The actual stock stood at 
over 17 million tonnes at the end of 1990- 
91 but substantially declined in 1991-92 as 
a result of inadequate procurement. 


| Access to Available Food Supplies 


The availability of foodgrains means little 
to the poor if they lack the means to buy 
their essential requirements. From the 
standpoint of putting enough purchasing 
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power in the hands of the poor, the 
expansion of wage and self-employment 
opportunities to the poor and improvement 
in their labour productivity and wages‘are 
of crucial importance. The special 
employment programmes discussed in 
Chapter 12 are one such measure to this 
end. It is also necessary to prevent an 
undue rise in food prices so that the poor 
are not priced out of the access to 
essential food supplies. : 


Nutrition Education and Prevention 
of Food Losses i 


There has been a growing emphasis on 
post-harvest technology. The object is to 
avoid foodgrain losses during harvesting, 
threshing and storage by adopting improved 
techniques and arrangements. Research 
has been stepped up in regard to proper 
choice ahd cooking of food. Mobile extension 
units were set up to popularise low cost 
locally grown foods, promote healthy dietary 
habits, spread scientific methods of cooking 
and preservation of fruit and vegetables, 
and propagate knowledge of nutrition, 
hygiene and sanitation. 
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APPENDIX 14.2 
Increase in Gross Sown Area 


Net Sown Area Sown Gross million/hectares 
Area more than Sown Cropping Intensity 
z Once Area (Col.3 + Col.1) 
RE a a ii 
1950-51 118.75 13.14 131.89 1.111 
1960-61 133.20 19.57 152.77 1.147 
1970-71 140.27 25.52 165.79 1.178 
1973-74 143.06 26.81 169.87 1.187 
1978-79 142.94 32.12 175.18 1.226 
1980-81 140.27 33.05 173.32 1.236 
1983-84 (P) 143.21 37.56 180.77 1.262 
1984-85 (P) 140.90 35.51 176.41 1.252 
1987-88 (P) 136.18 36.70 172.88 1.269 


ultimate potential 143.00 57.00 200.00 1.399 


P = Provisional : 
* Assumed by Seventh Plan : Mid-term Appraisal 


APPENDIX 14.3 
Consumption of Fertilisers 
(in thousand tonnes) 

Nitrogenous Phosphatic Potassic Total 

(in terms of N) (in terms of P,O,) (in terms of K,O) (N+P+K) 

1952-53 57.8 4.6 3.3 65.7 
1955-56 107.5 13.0 10.3 130.8 
1960-61 211.7 53.0 ' 29.0 219.7 
1965-66 574.8 132.5 77.3 784.6 
1968-69 1208.6 382.1 170.0 1760.7 
1973-74 1829.0 649.7 359.8 2838.5 
1978-79 3430.0 ~~ 1100.0 590.0 5120.0 
1984-85 5486.0 1886.0 839.0 8211.0 
1988-89 ‘ 7251.0 2721.0 1068.0 11040.0 
3014.0 1168.0 11568.0 


1989-90 7386.0 
1990-91 8019.0 3220.0 1328.0 12567.0 


Source : For 1962-53 to 1984-85 
— Agricultural Statistics at a 
— Economt Survey for various years 
For 1985-89 to 1990-91 
— Economic Survey 1991-92, Tal 


Giance, op cit, issues for various years, 


ble 1.21, p.S-27 
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21. 


. Mention the various institutiona 


. Describe the progress of credit cooperatives. 


. Mention the co 


_ Describe the progress of crop insurance. 
. Give the case for e 


. Explain the 


. Describe the progres 
. Describe the essential elements 


EXERCISE 


. Mention the principal indicators of overall growth of agricultural production and 


give a broad idea of this growth since 1950-51. 
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Mention the principal factors for agricultural growth since 1950-51. Which of ` 


these hold good promise for the future? 

Mention the principal factors that have contributed to increase in the gross cropped 
area, Discuss their relative importance for the future. 

Discuss the importance of irrigation in agriculture and describe its progress since 
Independence. What are the prospects for the future? 

Give an idea of the growth of fertiliser consumption since 1950-51. Why has the 
use of fertilisers become so important since the mid-1960s? 

Give an idea of the contribution of high-yielding varieties to increase agricultural 
output. 

Describe the importance of plant protection and give its progress since 1950-51. 


. Write notes on the importance and progress of soil conservation and improved 


agronomic practices for raising agricultural production in India. 

Why does an agriculturist need credit? Why has it been considered necessary to 
replace the private money-lender by institutional sources of credit? 

1 sources of credit and indicate their relative 


importance. Describe their progress since Independence. 

Mention their major present weaknesses. 
Describe the growing role of commercial banks as a source of agricultural credit. 
What are the difficulties faced by them in this area? 

nsideration that led to the establishment of the Regional Rural 
Banks. Deseribe the progress made by these banks. 
Describe the role and functions of the National Ba 
Development (NABARD). How does it finance its activities? 


nk for Agriculture and Rural 


stablishment of regulated markets. Describe their functions and 


progress. 
Write a note on the system of price support fo 
in India. 


r agricultural produce as established 


food problem in India, What should be the essential elements of an 


adequate food policy for India? 
s made since Independence towards solving the food problem. 


of food management system adopted in India. 
Write notes on : (i) the public distribution system for food items; (ii) cooperative 


marketing; (iii) taccavt loans; (iv) the problem of overdues in institutional credit for 


agriculture; (v) agricultural planning based on agro-climatic zones. ` 
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Industrial Development | 


UNDER COLONIAL RULE India's industrial 
development had been severely constrained 
and distorted. Independence removed a 
major hurdle. Unlike the colonial 
administration, the new State was keenly 
interested in industrial development and 
undertook a variety of policies and 
measures to promote it. The post- 
Independence period has experienced 
unprecedented industrial growth. Even 
more important is the fact’ that the 
industrial ‘sector has ‘become greatly 
diversified. Many new products, in fact 
several new industries, have made their 
appearance. The country has created a 
sizable base of modern industries, 

` including construction materials, metals, 
machine building, electronic, chemical and 
petroleum industries, which form the core 
of the industrial sector in advanced 
countries. Few other developing countries 
possess as comprehensive.an industrial 
system, or command as wide a range of 
industrial capacity, as India does. It would 
be of interest to study the industrial 
policies underlying the impressive 
industrial development. 


Evolution of the Industrial Policy: Soon after 
Independence, in 1948, the Central 
Government was called upon to indicate 
formally the respective spheres of activity 
of the State or public sector and the private 
enterprise. The result was the Industrial 
Policy Resolution 1948, It divided industry 
into four categories: (i) Defence and strategic 


industries were to be the exclusive 
monopoly of the State (the Central 
Government). (ii) Basic and key industries 
were to remain with the existing private 
undertakings and reasonable opportunities 
of expansion were to be allowed to them 
but new undertakings in these industries 
were to be set up only by the State. The 
question of nationalisation of private 
enterprises in this category was to be 
decided after ten years. (iii) Twenty 
important industries were to be in the 
private sector but subject to. government 
control and regulation. (iv) The residual 
industries were to be run by private 
enterprise and were to be subject to only 
the general control of the State. 

The Industrial Policy Resolution thus 
sought to lay down the framework of a 
mixed economy in which the State and the 
private enterprise would coexist and co- 
Prosper in the fields demarcated for them, 
thus accelerating the industrial 
development of the country, 


The threat of nationalisation with regard 
to the private undertakings in. Category 2 
deterred entrepreneurs from renovation, 
modernisation and expansion of these 
units. Consequently, the Government soon 
afterwards issued a clarification that it 
might not be possible to nationalise all 
private units in this ca legory even after ten 
years. 

The main landmarks in the subsequent 
evolution of the Industrial Policy have been: 
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li) Industrial Policy Resolution 1956, 
(ii) Industrial Policy Statements of 1977 and 
1980, (iii) Evolution of the Industrial 
Licensing Policy, and (iv) Statement of 
Industrial Policy July 1991. Their respective 
contributions to the evolution of Industrial 
Policy are given below. 


Industrial Policy Resolution 1956 


Since the mid-1950s, the division of 
responsibility for industrial development 
between the public and private sectors has 
been determined essentially by the 
Industrial Policy Statement 1956. The 
Statement reflected the new development 
Perspective that had emerged at the time 
as a result of (i) the turn towards rapid 
industrialisation, with high priority to heavy 
industry, contemplated for the Second and 
the subsequent Plans and (ii) adoption by 
the Parliament in December 1954 of a 
Socialist pattern of development as the 
objective of social and economic policy. The 
Statement adopted the following threefold 
classification of industries: 


Schedule A industries were those the 
future development of which was to be 
the exclusive responsibility of the State. 
These were arms and ammunition; 
atomic energy; iron and steel; heavy 
castings and forgings of iron and steel; 
heavy plant and machinery for specified 
basin industries: heavy electrical plant; 
Coal end lignite; mineral oils; mining of 


diamonds; mining and processing of 
Non-ferrous metals (excluding 
aluminium); atomic energy minerals; 
aircraft; air transport; railway 


transport; ship-building; telephones 
and telephone cables; telegraph and 
Wireless apparatus (excluding radio 
receiving sets); and generation and 
distribution of electricity. 

Schedule B included industries which 
Were to be progressively State-owned. 
In these industries the State would 
Senerally take the initiative in 
establishing new undertakings, but the 
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private enterprige was also expected to 
supplement the efforts of the State. The 
industries in this Schedule included: 
aluminium and other non-ferrous 
metals not included in Schedule A; 
machine tools; ferry-alloys and tool 
steels; basic chemicals and inter- 
mediates; antibiotics and other 
essential drugs; fertilisers; synthetic 
rubber; coal carbonisation; chemical 
pulp and road and sea transport. 

Schedule C included the residual 
industries. Their future development 
was to be left to the initiative and 
enterprise of the private sector. The 
State was to render assistance to the 
private enterprise. In turn, the private 
enterprise was required to fit into the 
framework of the social and economic 
policy of the State and be subject to 
control under the Industries 
(Development and Regulation) Act 
(IDRA) 1951 and other regulatory 
measures. Moreover, the State might 
„enter any industry in Schedule C in 
‘public interest and for proper 
implementation of the Five Year Plans. 


The Statement did not place different 
industries in water-tight compartments. A 
certain degree of overlapping, cooperation 
and coordination between the public and 
private sectors was inevitable during 
implementation. The Government might 
enter any industry in the interest of 
planning and other national interests, The 
private enterprise might produce an item 
included in Schedule A for meeting its own 
requirements or as a by-product. The two 
sectors might depend upon each other for 
their requirements. The envisaged 
relationship between the two sectors was 
basically complementary rather than 
competitive. In practice the Statement was 
interpreted very flexibly. Politicians and the 
bureaucracy made frequent use of the 
various exceptions and loopholes in the 
Statement ta enable the private enterprise, 
particularly big business, to encroach on 
the flelds reserved for the public sector. In 


192 


a few cases, the public sector entered, in 
public interest, fields left to the private 
enterprise. Nevertheless, the Statement 
provided a broad framework of a mixed 
economy in which the State and the private 
enterprise would coexist and co-prosper in 
the fields demarcated for them, thus 
accelerating the industrial development of 
the country. The years following the 
adoption of the Statement actually saw a 
big spurt in the public and the private 
investment and both the sectors made 
substantial headway. The 1956 Resolution 
even more than the 1948 Resolution earlier 
assigned a very important role to the public 
sector in industrial development. Clearly, 
pragmatic considerations, rather than 
ideology, have been the primary factor for 
the strategy of industrial development 
which, while providing a wide scope for the 
private sector, assigned a Pivotal role to 
the public enterprise. 

The subsequent pronouncements on 
the industrial policy, particularly in the 
context of licensing policy, made some 
readjustments in the respective spheres of 
the two sectors, but up to the mid-1980s 
these were generally within the framework 
laid down by the Industrial Policy 
Statement 1956. A new situation, however, 
pagan to emerge in the second half of the 

80s. 


Restatement of Industrial Policy 


There were important restatements of the 
Industrial Policy in December 1977 and 
July 1980 which to an extent modified the 
Industrial Policy Statement of 1956. The 
details of these restatements are given 
below. 


Industrial Policy Statement 1977: The 
Central Government which took office in 
March 1977, strongly favoured cottage and 
small industries and was biased against 
large-scale industry, particularly heavy 
industry. Its viewpoint was reflected in the 
Industrial Policy Statement of December 
1977. The main thrust of the new Policy 
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was towards effective promotion of cottage 
and small industries widely dispersed in 
rural areas and small towns. The general 
approach was that whatever could be 
produced by small and cottage industries 
must be produced only by them. The list of 
industries exclusively reserved for the small 
sector was to be expanded. A tiny sector 
comprising units with investment in 
machinery and equipment up to one lakh 
rupees was identified within the small 
sector. Special attention was to be paid to 
tiny units located in small towns and 
villages. Expansion of weaving capacity in 
the mill and powerloom sector was not to 
be allowed. Handlooms were to have priority 
in the allocation of yarn produced by the” 
organised sector, District Industries Centres 
were to be set up at district headquarters 
to provide, under a single roof, all the 
services and support required by small and 
village entrepreneurs. The financial insti- 
tutions and the nationalised banks were 
required to set up separate wings to deal 
exclusively with the credit requirements of 
the small sector, The nationalised banks 
were required to earmark a specified 
proportion of their advances for this sector. 

Large-scale industries were to have a 
more restricted area of operation comprising 
basic industries, capital goods industries, 
high technology industries and other 
industries considered essential for the 
development of the economy. The large 
houses were to be required to rely on 
internally generated resources (and not on 
borrowings from financial institutions and 
banks) for expansion. It was to be ensured 
that no unit or business group acquired a 
dominant or monopolistic position in the 
market and that unfair practices were 
avoided. The financial institutions were to 
have a more active role in overseeing the 
activities of the undertakings financed by 
them. The public sector was to act as a 
check on large houses and enterprises, 
encourage the development of ancillary 
industries and help to maintain essential 
supplies to consumers. 
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The other main thrusts of the Policy 
were: dispersal of industries away from the 
large metropolitan areas, simplification of 
licensing procedures, removal of critical 
capacity bottlenecks and shortages, 
liberalisation of import of capital goods, and 
removal of sickness in industry. 

Measures were taken during the period 
1977-79 in pursuance of the policy. Notable 
among these were: the launching of a 
Centrally sponsored scheme for setting up 
District Industries Centres; the banning of 
import of items reserved for the small- 
scale sector; increased facilities to the small 
sector to import their requirements or 
Secure these from the state trading 
organisations; the raising of the limit for 
industrial licensing from one crore rupees 
to three crore rupees; and simplication of 
the procedure for import of capital goods. 


Industrial Policy Statement 1980: There was 
a marked decline in industrial production 
in 1979-80. It was in this background that 
the new Central Government which came 
to power in January 1980, made its 
Industrial Policy Statement in July 1980 
bringing the country back to the 
mainstream of evolution of Industrial Policy. 
While reiterating the Industrial Policy 
Resolution of 1956 and the Government 
Commitment that the public sector would 
Continue to occupy a commanding position 
in the economy, the new Statement put 
forth the following major policy objectives: 


l. Increase in industrial production 
through optimum utilisation of the 
installed capacity and expansion of 
industries; 

2. . Rapid and balanced industrialisation of 
the country with a view to benefiting 
the common man by increased 
availability of goods at reasonable 
Prices, larger employment and higher 
per capita income; 

3. Promotion of production for export. 


To further the above ends, the 
Statement suggested (i) removal of 
Shortages of major industrial inputs like 
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energy, transport and coal: (ii) liberalisation 
of industrial licensing (that is, making it 
less rigorous and restrictive), (iii) incentives 
for export production, (iv) preferential 
treatment to agro-based industries, 
(v) coordinated development of small, 
medium and large industries, (vi) dispersal 
of industries to backward, rural and urban 
areas; and (vii) protection of consumers 
against high and bad quality of products. 
During the next few years detailed 
measures were undertaken along these 
lines. The Industrial Policy Statement clearly 
sought to correct the undue bias of the 
previous Government against large industry 
as expressed in their Industrial Policy 
Statement 1977. It also reaffirmed adequate 
growth of industrial production as a major 
policy objective. This Statement continued 
to guide industrial development throughout 
the 1980s. 


Industrial Licensing 


In order to implement the industrial policy 
with regard to the control and regulation of 
industrial development, particularly in the 
private sector, the Government enacted the 
Industries (Development and Regulation) 
Act 1951. It provided that in the industries 
within its purview, new units would require 
a licence from the Central Government. The 
licence could lay down conditions regarding 
location, minimum size, capacity, ete. 


Dutt Committee Report 1969 


The working of the licensing system was 
reviewed by the Dutt Committee, which 
submitted its report in 1969. The 
Committee found that there had been a 
substantial growth of big business in the 
country. Over 90 per cent of the total 
financial assistance from the term-financing 
institutions had gone to the private sector, 
and less than 10 per cent to the cooperative 
and public sectors. Within the private 
sector, the main beneficiaries had been the 
large industrial houses or concerns. The 
commercial banks too were found to favour 
big business. Industrial licensing had been 
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then of very limited use in protecting and 
promoting small and medium industrial 
enterprises. Approved collaboration 
arrangements with foreign business 
interests included a substantial number of 
non-essential items. Industrial licensing 
favoured the industrially more advanced 
States (Maharashtra, West Bengal, Gujarat 
and Tamil Nadu) and the metropolitan 
towns rather than the backward States and 
small towns. It thus did little to ensure a 
better regional balance in industrial 
development. Exemptions and loopholes in 
the Industrial Policy Statement had been 
availed of to enable the private sector to 
play a larger part in industrial development 
than had been visualised. There was 
widespread pre-emption of licensable 
capacity by the large industrial houses, 
often with a view to preventing the 
emergence of new entrepreneurs. A high 
proportion of the licensed capacity remained 
unimplemented (often there was no 
intention from the very beginning to 
implement the licence). This held back 
industrial development. The findings of the 
Committee led to the conclusion that the 
industrial licensing system had failed to 
meet the requirements of planned industrial 
development or to prevent concentration of 
economic power. ` 


Industrial Licensing Policy 1970 


In the light of the findings and 
recommendations of the Dutt Committee 
Report, the Government issued a new 
statement of Industrial Licensing Policy 
in 1970. 

As recommended by the Dutt 
Committee, a list of core industries 
consisting of basic, critical and strategic 
industries was drawn up. New investment 
proposals of over five crore rupees each 
were designated as ‘heavy investment’. In 
the core and heavy investment sectors, 
outside of the industries reserved for the 
public sector under the Industrial Policy 
Resolution 1956, larger industrial houses, 
and the branches and subsidiaries of 
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foreign companies, were expected, along 
with other applicants, to set up enterprises. 
Investment opportunities in other sectors 
were to be left primarily to other classes of 
entrepreneurs. The stated objective was to 
prevent the large industrial houses from 
spreading out in all directions and to 
concentrate instead on a few areas of lumpy 
investment. It was thus hoped that the 
resources of big business would be diverted 
to the development of basic and strategic 
industries instead of inessential consumer 
goods industries as had been the growing 
trend. This approach, however, was not very 
different from actual practice in recent 
years. Nor was this approach likely to check 
concentration of economic power. As the 
core sector comprised industries with 
strong linkages (interrelationships with 
other industries) and immense scope for 
expansion, the growing role of the large 
houses in this area could open the way for 
them to extend their control over large 
segments of the economy. 

The concept of the joint (State-private) 
sector suggested by the Dutt Committee 
was accepted in principle. The Government 
would endeavour to apply the concept to 
major projects taken up by the private 
enterprise in the core and heavy investment 
sectors. The joint concern might collaborate 
with other private or foreign concerns. The 
theory was that the joint sector concept 
would enable the public sector to extend 
its control and leadership over the private 
sector. But, in practice, this concept 
enabled the private sector to use the 
resources of the public sector for its own 
development. 

As a sequel to the acceptance of the 
joint sector concept, there was to be greater 
Participation by public financial institutions 
in the management, Particularly at the 
policy-making level, in the case of major 
projects involving substantial assistance 
from these institutions. This, too, has 
largely remained a fond hope. 

In the middle investment sector 
involving investment from one crore rupees 
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to five crore rupees, the undertakings 
belonging to the largest industrial houses, 
and the foreign branches and_subsidiaries, 
were to be considered for normal expansion 
when this was necessary to attain the 
minimum economic size, but they were not 
to be allowed to put up new units. This 
middle investment sector was thus largely 
reserved for new middle-level entrepreneurs. 

The existing policy of reservation of 
certain lines of production for the small- 
scale sector was to be continued, in regard 
to agro-industries (that is, industries based 
on the processing of farm produce or 
catering to the requirements of agriculture), 
the cooperative sector was to be preferred 
in licensing. 

The exemption limit for the licensing of 
new undertakings and substantial 
expansion of existing units was raised from 
Rs 25 lakhs to one crore rupees fixed 
investment except for units which 
(i) belonged to the larger industrial houses, 
or (ii) were dominant undertakings as 
defined in the Monopolies and Restrictive 
Trade Practices Act 1969, or (iii) failed to 
meet the specified conditions with regard 
to the requirements of foreign exchange for 
investment and current inputs. 

Finally, the scope of the public sector 
was to be substantially expanded beyond 
the fields visualised in the Industrial Policy 
Resolution 1956, particularly by taking up 
projects that could be completed and put 
into production quickly as is generally the 
case in consumer goods industries. This was 
intended to cover anticipated gaps in’ the 
industrial sector. In the past, government 
investment had been mostly in heavy and 
basic industries where projects took long to 
go into production and profitability was low. 
The entry of government in the consumer 
goods sector was expected to enable the 
Public sector to earn large profits as well as 
to hold in check prices of essential goods by 
Providing effective competition to the private 
Sector, Such anticipations were obviously 
very unrealistic. 


195 


Rationalisation and, Liberalisation 
of Industrial Licensing 


Modern production techniques and 
processes necessarily require large-scale 
production in the case of very many 
industrial products. The large-scale 
industries, therefore, inevitably play the 
leading role in industrialisation. In a market 
economy where, as in this country, many 
large-scale industries are in the private 
sector, growth of big business is inevitable. 
Industrial licensing can prevent this only 
at the cost of frustrating industrialisation 
itself. This would be too high a price to pay 
for it would perpetuate poverty, back- 
wardness and military and political 
weakness. If industrialisation is to be 
pushed ahead, the real alternative to big 
business is not small and medium industry 
but an efficient and energetic public sector. 
As the country had deliberately and wisely 
opted for a mixed economy in 1956 which 
required the public and private sectors to 
coexist and have an_ essentially 
complementary relationship, the above 
option was ruled out. Moreover the actual 
working of the public sector had shown 
that in the conditions under which it was 
obliged to operate, its role in industrial 
development might get limited as compared 
to what had been originally thought of 
for it. In the event, in order to bring ` 
about satisfactory progress in industrial 
development, it was necessary to ensure 
that industrial licensing would not hamper - 
due development of the private sector in 
industry. The fact that licensing was widely 
considered to have been abused by ruling 
politicians, bureaucrats and unscrupulous 
businessmen in personal interest further 
strengthened the demand for its reform. 
All this led to progressive rationalisation 
and liberalisation of industrial licensing 
from the 1970s onwards. This reform 
gathered momentum in the 1980s, 
particularly after 1984. 

The reform was in the following main 
directions: (i) raising the exemption limit 
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for industrial licensing; (ii) delicensing of 
industries; (iii) allowing broad banding 
facilities; (iv) re-endorsement of capacity at 
a higher level: (v) permission to expand 
capacity to minimum economic level: and 
(vi) relaxation of licensing restrictions on 
companies that were within the purview of 
the Monopolies and Restrictive Trade 
Practices Act and the Foreign Exchange 
Regulation Act (hereinafter called MRTP and 
FERA Companies). Details are given below. 


Increase in the Exemption Limit for 
Licensing: Industrial undertakings, in 
general were exempted from industrial 
licensing if their investment in fixed assets 
— land, buildings, plant and machinery — 
was below a specified limit. On account of 
rise in investment costs and as a libera- 
lisation measure, this limit was raised from 
Rs 25 lakhs to Rs 1 crore in 1970, Rs 3 
crores in 1978 and Rs 5 crores in 1983, 
and to Rs 50 crores for Projects located in 

» Centrally declared backward areas and to 
Rs 15 crores for other projects provided 
these were not located within the specified 
urban limits in 1988-89, 

The exemption limit did not apply to 
investment proposals by MRTP/FERA 
companies and to investment proposals 
with foreign exchange requirements for 
investment and current inputs in excess of 
the specified limits, These limits were raised 
over time, while in 1979 the limit was on 
foreign exchange requirements for the 
import of raw materials and components 
exceeding 10 per cent of the ex-factory 
value of annual production or Rs 25 lakhs, 
by 1988-89 these limits had been raised to 
30 per cent of the value of annual 
production or Rs 75 lakhs. 

In certain industries licensing was 
compulsory whatever the size of investment. 
The trend after 1970 was to limit the scope 
of compulsory licensing. In 1988-89, the 
so-called negative list of industries where 
licensing was compulsory, was reduced 
from 77 to 26 industries. 

Finally, the licensed industrial 
undertakings weré exempted from obtaining 
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a substantial expansion licence if the entire 
production in excess of the licensed capacity 
was meant for export. This was meant to 
encourage production for export. 


Delicensing of Industries: In March 1985, 
25 broad categories of industries were 
delicensed, that is, no industrial licence was 
required in their case. They were required 
only to register with the Secretariat of 
Industrial Approvals (SIA). Delicensing, 
however, did not cover such undertakings 
in these industries (i) as were within the 
purview of the MRTP Act/FERA, (ii) or 
would manufacture an article reserved for 
the small-scale sector, or (iii) were located 
within the specified urban limits. Subse- 
quently, other industries were delicensed. 
In December 1985 delicensing was 
extended to the MRTP/FERA undertakings 
in selected industries provided these were 
located in Centrally declared backward 
areas. The MRTP companies required, as a 
tule, a clearance under the MRTP Act before 
these might be granted an industrial licence 
under the IDRA. In 1983-84, certain 
industries of national importance were 
exempted from taking such a clearance. In 
May 1985 this exemption was extended to 
Specified 27 industries. In December 1985, 
delicensing was extended to the MRTP and 
FERA companies in 22 out of the 27 
industries, 


Provision of Broad-Banding Facility: In 
1984-85 broad categories of certain 
industries rather than particular items were 
adopted for Purposes of licensing. For 
example, cars, jeeps, and light, medium 
and heavy commercial vehicles were 
classified for this purpose as one category, 
namely, four wheelers. This meant that, 
subject to the capacity licensed, the under- 
taking might produce any combination of 
items within this category. Licensing in 
terms of such broad categories of products 
is called broad-banding. It allows. the 
undertakings to adjust their product 
pattern to° the change in the pattern of 
demand among different items within the 
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broad category of four-wheelers. Clearly, 
broad-banding was expected to ensure 
further utilisation of capacity. Broad- 
banding facilities were allowed to an initial 
batch of industries in 1984-85 and were 
extended to a total of 28 industry groups 
in 1985-86 and extended to more industries 
Subsequently. 

Broad-banding was permitted within 
the existing licensed capacity and was not 
available for an item reserved for the small- 
Scale sector or the public sector. Installation 
of additional equipment to the extent of 10 
per cent of the existing book value of the 
Plant and machinery used for products 
under broad-banding might also be per- 
mitted. Broad-banding introduced a consi- 
derable flexibility in industrial licensing. 


Re-endorsement of Licensed Capacity at a 
Higher Level: In 1975, 15 engineering 
industrfes were allowed automatic growth 
in licensed/registered capacity at the rate 
of 5 per cent per annum, limited to 25 per 
cent in a five-year period. Such facilities 
Were extended to 19 other basic and core 
industries in 1980. Again, in 1980, in 34 
industries which included basic Industries 
and those producing mass consumption 
goods, installed capacity in excess of the 
licensed/registered capacity was regula- 
Tised up to 25 per cent of this capacity. 
€ above two facilities were not available 
to the MRTP/FERA undertakings and did 
Not cover the goods reserved for the small- 

| Scale sector. 
A scheme of re-endorsement of capacity 
_ 0n the basis of an observed higher rate of 
Utilisation of the existing capacity was 
"Introduced in April 1982. Initially, such 
- facilities were available if in any year in the 
Specified five-year period production 
exceeded 94 per cent of the licensed 
_ Capacity. In this case a capacity equal to 
 l% times this production was to be re- 
_ £ndorsed on the units licensed. There was 
_ Provision for further endorsement of higher 
E acy on the licence in case of high 
‘Utilisation of initially endorsed higher 
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licensed capacity. The scheme was meant 
to encourage high rates of utilisation of 
capacity. The re-endorsement facilities were 
not, however, available for the items 
reserved for the small-scale sector, or for 
some specified industries, or for industrial 
undertakings in certain urban localities, or 
for the MRTP/FERA companies in respect 
of industries outside a specified list. All 
industrial units were permitted to add 
necessary balancing equipment provided 
this did not lead to increase in capacity by 
more than 25 per cent. 

The above scheme was liberalised in 
1985. The qualifying level of capacity 
utilisation for re-endorsement of capacity 
at a higher level was reduced from 94 per 
cent to 80 per cent. Where, in specified 
industries, even after licensed capacity 
increase through re-endorsement of 
capacity, units still had uneconomic scale 
of operation, the Government adopted a - 
simplified procedure for automatic grant of 
expansion to at least economic scale. 

In December 1985, the government 
devised a simplified procedure for increase 
in licensed capacity where modernisation, 
replacement or renovation resulted in 
increase in capacity up to 49 per cent of 
the licensed capacity. This aimed at 
encouraging modernisation and replace- 
ment in industry. 

In 1988, under a new scheme the 
industrial licence was to be automatically 
re-endorsed at the maximum production 
achieved by an industrial undertaking in 
1988-89 or 1989-90. The scheme did not 
apply to the items reserved for the small- 
scale sector. Additional investment in plant 
and equipment to achieve higher production 
level should not exceed 10 per cent of the 
book value of the existing capital. The 
MRTP/FERA companies might take 
advantage of this scheme subject to certain 
conditions. Locational restrictions did not 
apply to this scheme. The number of 
industries for which automatic re- 
endorsement of capacity was not available 
was reduced from 77 to 26. 
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Facilities to Expand Capacity to Minimum 
Economic Level : Existing undertakings were 
allowed automatic expansion of their 
installed capacity to the prescribed 
minimum economic level of production so 
that they might be able to produce at a 
reasonable cost per unit of output. Where 
new techniques of production so required 
levels of minimum capacity specified earlier 
were revised -upwards. Under this policy 
new units were licensed only with the 
minimum economic level of capacity. 


Relaxation of Licensing and Other 
Restrictions on MRTP/FERA companies: 
Under the Industrial Licensing Policy 
Statement of February 1973, in the 
industries included in Appendix I to the 
Statement, ‘the MRTP/FERA companies 
were permitted to set up capacities provided 
the particular items of manufacture were 
not reserved for the small-scale and public 
sectors. More industries were added to 
Appendix I from time to time. Outside of 
Appendix I industries, the MRTP/FERA 
companies were allowed in 1981-82 to set 
up capacity if 60 per cent of the production 

» was for export. In the case of items reserved 
for the small-scdle sector this percentage 
was 75. However, export obligation was set 
at 50 per cent of production if the industry 
was located in Centrally declared backward 
districts in backward States or backward 
districts in other States, and at only 30 
per cent if it was located in no-industry 

- districts. In December 1985, Appendix I 
was expanded and the above export 
obligation was reduced. 


Broad-banding facilities were made 
available to the MRTP/FERA companies in 
the case of Appendix I industries and were 
also available for non-Appendix I industries 
with certain limitations. 

The above measures added up to a 
considerable relaxation of industrial 
licensing. By making it easier for more units 
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to enter an industry, this had promoted 
competition and efficiency. As the industrial 
sector grew larger and more complex, it 
was all the more necessary to guide its 
development in the desired direction by 
indirect measures of control such as 
adjustments in the government taxation, 
borrowing and spending policies, the 
availability of credit, the rate of interest 
and the like, rather than by qualitative 
restrictions such as those imposed by 
industrial licensing. In the new perspective, 
a further major loosening of industrial 
licensing in the future looked inevitable. 

As might be seen above, the evolution 
of industrial and licensing policy had been 
characterised by a’ wide gap between the 
professed policy and the actual practice. 
The former had sought to emphasise the 
role of the public sector and the need to 
restrain concentration of economic. power, 
but the latter had tended to favour large- 
scale private enterprises, even if this 
involved unprecedented growth of big 
business and concentration of economic 
power. It seems that policy professions were 
motivated by the political need to project a 
socialist image, while practical policy was 
governed by the economic need to promote 
industrial development whichever way it 
might be feasible within the existing socio- 
economic framework. This contradictory 
approach was thus not so much the 
product of confused thinking or muddled 
practice as of an inherent conflict between 
the political needs and the economic 
compulsions of the post-Independence 
regime. 


Industrial Sickness 


In the private! industrial sector a growing 
number of units have been becoming sick. 
Widespread sickness has, indeed, become 
a major problem of this sector. In the highly 
industrialised market economies the weak 


‘The public sector units have been brought within the purvicW of the Board of Industrial and 


Financial Reconstruction (BIFR) only in 1991-92. 
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units which cannot stand up to competition 
by the more efficient units are allowed to 
cease to exist. The problems for the workers 
arising out of the permanent closure of such 
units are taken care of by the well- 
established social security system there. 
In a less developed country like India the 
loss of jobs, production and government 
revenues resulting from the closure of a 
unit, as well as the loss suffered by the 
banks and the general public who might 
have lent substantial. amounts to such a 
unit might have more serious 
consequences. Accordingly, the accepted 
policy has been to revive as far as possible 

' all viable sick units by effective remedial 
action and to prevent other units from going 
sick by timely corrective action. The real 
intractable problem was, however, 
presented by the non-viable sick units. 
There was no clear-cut policy up to 1990 
‘as to what to do with them. i 


‘Sick’ and ‘Weak’ Units 


The Sick Industrial Companies (Special 
Provisions) Act 1985 (SICA) has defined a 
sick industrial company as one which 
(i) has been registered for not less than 
seven years, (ii) has a negative net worth 
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at the end of the year, that is, its paid-up 
share capital plus reserves minus 
accumulated losses is a negative amount, 
and (iii) has suffered cash losses for two 
years (that is, its net loss during each of 
the two years has been larger than its 
depreciation provision so that taking the 
two together there is a cash outgo). Besides, 
the RBI has introduced the concept of ‘weak’ 
units. A weak unit is one which (i) has eroded 
50 per cent of its net worth (that is, its 
accumulated losses exceed 50 per cent of 
the highest level of its paid-up share capital 
plus reserves in any of the preceding two 
years), and (ii) has suffered a cash loss in 
the preceding year. In other words, a ‘weak 
unit’ is a sickly unit but one which is not 
yet sick enough to come within the purview 
of the SICA. The extent of industrial sickness 
is brought out in Table 15.1. 2.2 -= 
~~ Table 15.1 indicates that as at 
end March 1990 there were 2,18,828 


small-scale and 1,455 large and medium- , 


scale sick units, making a total 


‘of 2,20,283 sick units. A total of 


Rs 6,965.76 crores of bank credit was 
locked up in these. The above figures did 
not include 1,25,571 non-existent and 


* non-traceable small-scale sick units which 


TABLE 15.1 


Industrial Sickness, End March 1990 
PEE ES A Lae ty ULE LD EES SEE 


No. of Units 


End March 1990 


Bank Credit Outstanding 
(Rs in crores) 


mmm 


1, Sick Units 

-1 Small-scale units 

.2 Large and medium-scale units 
2. Weak Units 

-1 Small-scale units 

.2 Large and medium-scale units 
3. Total Units 

-1 Small-scale units 

.2 Large and medium-scale units 


eee ee IIIA. 
* The figure does not include 125,571 non-existent and non-traceable SSI Units with an outstanding 


220,283 6965.76 
218,828 2426.94 
1,455 4538.82 
814 2386.77 

814 2386.77 
221,097* 9352.53. 
218,828 2426.94 
2,269 6925.59 


bank credit of Rs 240 crores. (Economic Survey 1991-92, Part II, Paragraph 6.32, p.92) 
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locked up a further Rs 240 crore bank 
credit. Finally, there were 814 large and 
medium-scale weak units locking up 
Rs 2,386.77 crore bank credit. If all the 
three categories are taken together, a total 
of Rs 9,592.53 crores of bank credit, 
constituting 9.4 per cent of the total 
outstanding bank advances, was locked up 
in the sick and weak units. 

The general policy towards the sick 
units has been to revive such units as are 
viable, that is, are capable of being restored 
to health within a reasonable period if 
necessary help and guidance are provided 
to them. This implies that non-viable units 
may be allowed to close down permanently, 
but this is seldom stated explicitly, much 
less implemented resolutely. This is, indeed, 
a major factor for growing industrial 
sickness. There is clearly a need to provide 
for orderly closure of non-viable sick units, 
while the interests of workers are 
adequately taken care of. 

The usual causes of industrial sickness 
are (i) deficient management, (ii) under- 
utilisation of capacity on account of 
inadequate availability of raw materials, coal 
and power and transport; (iii) out-of-date 
machinery and equipment and production 
techniques; (iv) uneconomical scale of 
production; (v) faulty choice of products and 
processes; (vi) difficulties in selling the 
products; (vii) diversion of funds from the 
unit to other units usually under the same 
ownership/management; and (viii) conflict 
between different interest groups among the 
owners. This suggests that some of the 
general measures to check the spread of 
industrial sickness may include: 
improvement in the infrastructure, 
particularly adequate availability of coal, 
power and transport; assured availability 
of raw materials and components; creation 
of a favourable climate for upgradation of 
machinery and equipment and production 
technology; improvement in the quality and 
marketability of products; effective legal and 
other measures as well as vigilance by 
banks and financial institutions against 
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improper diversion of funds by the 
management to other units; and the reform 
of the system of organisation and 
management of industrial enterprises in the 
country. ý 

In the 1970s and the early 1980s when 
industrial sickness emerged as a major 
problem, several measures were taken to 
deal with it. These included the following. 


1. Government take-over of the 
management of the sick units under 
the Industrial (Development and Regu- 
lation) Act 1951 with the objective of 
reviving these by providing manage- 
ment support and financial assistance 
through banks and financial 
institutions. f 

2. Promotion of merger of sick units with 
healthy units by allowing tax 
“concessions to the latter for take-over 
and revival of the former. ‘ 

3. Setting up of Industrial Reconstruction 
Corporation to provide assistance for 
the revival of sick units. 

4. Creation by the Industrial Development 
Bank of India (IDBI), with assistance 
from the Industrial Finance Corporation 
of India (IFCI) aid the Industrial Credit 
and Investment Corporation of India 
(ICC), of the facilities for soft loans (that 
is, at concessional rate of interest and 
easier terms) to assist in modernisation 
and recovery of units. 

5. Keeping a watch through banks and 
financial institutions for any signs of 
sickness (such as failure to meet legal 
liabilities like contribution to the 
Employees’ Provident Fund (EPF) and 
to the Employees’ State Insurance 
Corporation (ESI), failure to make timely 
payments of instalments of principal 
and interest’ on loans from financial 
institutions and through public 
deposits, low utilisation of capacity, 
accumulation of unsold stocks of 
finished’ products, etc.) so that early 
corrective action may, be taken. 

6. Adoption by the banks of a programme 
for nursing’ back sick units to health 
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including such measures as resche- 
duling of loan instalments, payment of 
arrears of interest in instalments, 
provision of additional funds for 
rehabilitation of plant and machinery, 
reduction in the rate of interest and 
easing other borrowing terms, 
reduction in the number, wages and 
other benefits of employees, having 
representatives of banks and financial 
institutions on the board of directors 
of the company, etc. 7 

7. Debarring managers and-owners who 
are responsible for the mismanagement 
which turned the units sick from 
management of other units for a 
specified period. 


Government take-over of the sick units 
mostly failed to restore them to health. The 
Government ‘took over 80 units between 
1967 and 1984. Of these, 47 were 
nationalised and now account for a 
considerable proportion of the sick 
industrial units in the public sector. Clearly, 
some other remedy had to be found for the 
widespread industrial sickness in the 
private, sector, This was sought to be 
provided by enacting the Sick Industrial 
Companies (Special provisions) Act 1985 
(SIC A). Government companies and others 
specifically exempted by the Act itself were 
outside its purview. In 1991-92, by an 
amendment of the Act, the public sector 
companies have been brought within the 
purview of BIFR set up under the Act. 

The Act provided for the establishment 
of a Board for Industrial and Financial 
Reconstruction (BIFR). It began to function 
in 1987. All companies which have become 
‘weak’ in the sense defined above are 
required to report this fact to the Board If 
and when they become ‘sick’ as defined 
above they are obliged to make a reference 
to the Board for determination of measures 
which shall be adopted with respect to the 
company. On receipt of such a reference 
the Board sets up necessary enquiries to 
determine whether or not the company is 
sick. If the sickness is confirmed, the Board 
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may take action as follow: 


1. Give the company reasonable time to 
recover from sickness by making its 
net worth positive (that is, by ensuring 
that its paid-up capital and reserves 
exceed its accumulated losses); or 

2. Appoint, from among the approved 
financial institutions and banks, an 
operating agency to work out a package 
of measures for the revival of the 
company. These measures may include 
(i) change of management; (ii) change- 
over to a new structure of share capital; 
(iii) sale of or leasing out a part or whole 
of the undertaking; and (iv) merger with 
a healthy unit; or (v) winding up the 
company. 

3. If the BIFR finds that a particular 
person has been responsible for 
mismanagement of the company or 
diversion of its funds, it may direct 
financial institutions and banks not to 
extend any financial assistance, for a 
period of 10 years, to this person or to 
a firm where he is a partner or a 
company where he is a director. 


In order to provide a focal point for the 
revival of sick units, the Industrial 
Reconstruction Corporation was recons- 
tituted in 1985 as the Industrial 
Reconstruction Bank. It is now the principal 
agency for reconstruction and rehabilitation 
of sick units. 

Out-of-date products, equipment and 
machinery and production processes and 
techniques being an important cause of 
industrial sickness, the Central Govern- 
ment set up in 1986 two Funds, the Textile 
Modernisation Fund (TMF) and the Jute 
Modernisation Fund (JMF), to provide 
assistance on concessional terms to healthy 
as well as sick units for modernisation. 
The two Funds are being administered by 
the IDBI and the IFCI, respectively. 


Prevention and Treatment of Sickness 
in Small-scale Units 


Required measures for prevention and cure 


202 


of sickness in the small-scale industries 
sector include: 


l. timely availability of credit to small- 
scale units; 


2. timely payment by large-scale units, 
particularly the parent companies of 
ancillary units, for purchases made 
from the small units; and 

3. introduction of seed capital schemes 


for small-scale industries by the banks, 
like the ones instituted by the State 
financial corporations, to enable such 
industries to undertake increased 
borrowing from the banks. 


The IDBI set up in May 1986 the Small 
Industries Development Fund (SIDF) to 
serve as a focal point for coordinating 
financial assistance to the small-scale 
sector. The Fund provides refinancing 


_ assistance not only for development, 


expansion and modernisation but also for 
the rehabilitation of small-scale sick 
industrial units. 

The Central Government and the RBI 
have taken some further measures for the 
revival of sick industrial units and to 
prevent the spread of industrial sickness. 
Banks have been required to have a ‘single 
window’ for disbursement of their 
assistance to sick and weak units, to detect 
sickness at a very early stage and take 
remediable measures, to insist upon an 
industrial ‘group’ to assist any unit of the 
group that might fall sick, and to ensure 
maximum contribution by the promoter to 
the rehabilitation package for a large and 
medium sick/weak unit. 


State of References to BIFR, 1991 


The Board of Industrial and Financial 
Reconstruction (BIFR) had received’ 1,547 
references up to the end of December 1991. 
Of these, 410 cases were rejected, 191 were 
dismissed and in 131 cases, the company 


? Economic Survey 1991-92, Paragraph 6.35, p.94 
3 Ibid, Table 6.11 Pp. 92-93 


EVOLUTION OF THE INDIAN ECONOMY 


itself was allowed to nurse back the unit to 
health, in 225 cases revival schemes were 
sanctioned, 155 cases were recommended 
to be wound up; draft rehabilitation 
schemes. were prepared in the case of 46 
cases, and winding up notices issued in 
62 cases.” The remaining cases were under 
examination by the operating agencies 
appointed by the Board. Any public sector 
unit referred to the Board would also be 
treated in the same manner by it. 


Viability Position of Sick/ Weak 
Units, 1990 


At the end of March 1990, of the total 
2,18,828 sick small units, only 16,451 units 
with an outstanding bank credit of 
Rs 590.50 crore had been. found viable 
while as many as 2,00,092 units with 
outstanding bank credit of R¥ 1,751.07 
crores were found non-viable. In the case 
of the remaining units, the viability had 
not been decided yet. Of the 16,451 viable 
units, 12,160 with outstanding credit 
of Rs 470.92 were under nursing 
programmes, 

Of the 2,269 large and medium sick 
and weak units, only 841 units with 
outstanding credit of Rs 3,026.91 crores 
had been found viable, while 966 units with 
outstanding credit of Rs 2,101.67 crores 
had been found non-viable. In the case of 
the remaining units viability had yet to be 
decided. Of the 841 viable units, only 491 
units with outstanding credit of Rs 1,998.17 
crores were under nursing programmes.’ 

In spite of all the measures to prevent, 
relieve and remedy industrial sickness, the 
number of sick private units and the banks 
credit outstanding against these have 
continued to grow with every passing year. 
Besides, there has been a big problem of 
sick and weak public sector units. The non- 
viable sick and weak units present a 
particularly difficult problem. 
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Cottage and Small Industries 


Small Industries are usually distinguished 
from large and medium-scale industries on 
the basis of (i) fixed capital investment and 
(ii) the number of persons employed. The 
official definition of small-scale industry has 
been changed from time to time mainly on 
account of rise in investment costs. From 
1985, small-scale enterprises included all 
industrial units with an investment in plant 
and machinery of not more than Rs 35 
lakhs. In the case of ancillary units 
manufacturing parts and equipment, this 
limit was set at Rs 45 lakhs. The May 1990 
Central Government announcement 
proposed to raise the investment limit for 
SS units, from Rs 35 lakhs to Rs 60 lakhs 
and for ancillary units from Rs 45 lakhs to 
Rs 75 lakhs. The number of persons 
employed is not taken into account. 

Small-scale enterprises fall under two 
categories: cottage industries and small- 
scale units. Cottage industries are mostly 
traditional. industries employing traditional 
methods to produce traditional products. 
They are essentially household enterprises 
employing little hired labour. In terms of 
production relations, they represent a 
limited survival of pre-capitalist simple 
commodity production, that is, production 
for the market but essentially with the 
producer's own and family labour. On the 
other hand, small-scale enterprises 
generally employ a limited number of wage 
workers and thus represent petty or small 
capitalism. The ownership usually lies with 
individuals or partnerships. The small 
industries often use power, employ modern 
techniques and cater to a wider market. 
Both cottage and small-scale industries use 
intermediate goods — metals, component 
yarn, chemicals, plastics, processed wood, 
etc. — produced by large-scale industries 
and hence depend on the latter. 


Case for Cottage and Small Industries 


In independent India, the official policy has 
always professed deep sympathy for cottage 
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and small-scale industries. The main 
arguments for supporting these industries 
are as under: 


1. They have much greater flexibility in 
their operations. They are thus much 
better placed in catering to individual 
tastes and changing fashions. 

2. In several product lines, small-scale 
industries have a distinct advantage 
over large-scale production. These 
include (i) assembling, mixing and 
finishing operations connected with 
the main production operations; 
(ii) ancillary activities connected with 
the supply of raw materials, semi- 
finished items and components to large- 
scale enterprises; (iii) industrial services 
like galvanising, electroplating, metal 
casting, enamelling, polishing, heat 
treatment, engraving, etc; (iv) products 
that, because of large bulk or weight 
relative to their value, are difficult to 
transport and hence have to be pro- 
duced near the market; (v) processing 
of weight or bulk losing or perishable 
products, mainly farm produce, which 
can be handled best near the source of 
raw materials; (vi) products where 
skilled workmanship, design, etc., are 
important as in metal and wood- 
working industries; and (vii) artistic 
handicrafts such as jewellery, cutting 
and polishing of diamonds, metal, ivory 
and wood artwares, carpets, etc. 

3. India is endowed with a large fund of 
traditional skills. Cottage and small- 
scale industries provide opportunities 
for profitable employment of these 
skills. 

4. Spread of electrification has greatly 
enlarged the scope for decentralised 
production using modern technology. 
It has thus opened up new prospects 
for the development of cottage and 
small industries. 

5. These industries are generally labour- 
intensive. The capital required per 
person employed is much smaller than 


204 


10. 


in the case of large-scale industry. They 
thus ideally suit this country where 
capital is scarce while labour is super- 
abundant. 

The only practical way in this country 
to provide the people with livelihood is 
to ensure expanding employment 
opportunities to them. Cottage and 
small-scale industries with their 
extensive employment potential can 
thus play an important role in relieving 
the widespread and abject poverty. 
While large-scale units take years to 
put up and attain reasonable levels of 
capacity utilisation, small-scale units 
can be constructed and brought into 
operation in a much shorter period. In 
a'situation where the pressing need to 
avoid inflation and to raise the level of 
living of the masses calls for quick 
increases in output, there is an obvious 
case for cottage and small-scale 
industries. 

These industries often make use of local 
resources which, otherwise, May go 


. Waste. They provide opportunities for 


entrepreneurship to many more 
persons than does the large-scale 
industry. They thus promote 
entrepreneurship which is an essential 
factor in economic development. 

The disabilities of cottage and small 
industries with regard to the supply of 
raw materials and credit, ancillary 
industries, services, quality control, 
marketing, and research and 
development can be mitigated by 
cooperative action and State support. 
Likewise, some of the bad features of 
these industries such as Sweated 
labour, tax evasion, and avoidance of 
labour laws can be largely eliminated 
by appropriate public measures, 

The intimate and personal relationships 
that pervade small-scale industries are 
more conducive to peaceful and 
cooperative industrial relations than the 
impersonal management of large-scale 
ent vprises. 
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11. Decentralisation of Production made 
possible by cottage and’ small industries 
can provide a check on excessive and 
Premature urbanisation, which is 
assuming serious proportions in India 
as elsewhere in the less developed 
world, 

The distribution of net value-added is 
much less ‘unequal in small-scale 
‘industries than in large-scale indus- 
tries. The former, therefore, help to 
avoid extreme inequalities of income 
and wealth, ‘and -concentration of 
economic power. 

Artistic handicrafts can earn’ valuable 
-foreign exchange for the country. In 
recent years gems and jewellery and 
carpets have grown into major export 
‘items. nt 


12. 


13. 


There is, however, need for more 
dispersed location of small-scale industries 
There is currently undue concentration of 
small-scale industries (SSI) units in the 
metropolitan towns and near the big 
industrial centres. The SSI units are mostly 
located in the industrially more developed 
States and there has been very little spread 
of these units to the less developed States 
and less developed regions of the advanced 
States. These have, therefore, accentuated, 
rather than moderated, the regional 
imbalance in industrial development. It is 
highly desirable to work for a more even 
geographical spread of small-scale 
industries by taking steps to counter the 
pull that the industrially more developed 
States and regions have for them. 


` Promotional Measures 


In the ‘post-Independence period, a variety 
of measures have been taken to support 
and promote cottage and small-scale 
industries. These include the following. 


1. A large number of items. have been 
reserved for exclusive production in the 
small-scale sector. In response to 
changes in the situation, some items 
are taken out of the reserved list while 
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others are added to it from time to time. 
At the end of March 1990, the reserved 
list had 836 items. 


The small-scale sector is granted 
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guaranteed advances were Rs 16,026 
crores at the end of March 1990, Such 


guarantee facilities are available to 


small-scale industries. 


: preference in government purchases for 5. „The Small Industries Development 
civil and defence uses. At the beginning Fund (SIDF) was set up in the 
of 1989, 409 items had been reserved Industrial Development Bank of India 
for exclusive purchase by the Central ` (IDBI) in May 1986 to provide refinance 
Government agencies from this sector, assistance for development, expansion, 
13 items for purchase up to 75: per diversification, modernisation and 
cent and 28 items for purchase up to rehabilitation of small-scale, .cottage 
50 percent. The number of,items and village industries and tiny units in 
reserved for exclusive purchase from rural areas. The SIDF was to provide a 
this sector remained unchanged at 409 _focal point for effectively coordinating 
during 1989-90. f f the activities of the , various 
Since 1969, when the 14 major organisations engaged in promoting this 
commercial banks were nationalised, sector, j bie 
the small-scale industries sector has 6, The Central Government and the 


been included among the priority 
sectors for purposes of commercial 
bank advarices. This also entitles these 
industries to concessional rate of 
interest. Advances from the 21 public 
sector banks and other scheduled 
commercial banks to this sector have 
increased from Rs 251 crores to fifty- 
one thousand accounts in June 1969* 
to Rs 12,968 crores to 2,533 thousand 
accounts in December 1988. Thus, aver 
a period of 19 years and 6 months the 
number of borrowing small-scale 
‘industriés accounts has increased to 
50 times and the amount advanced to 
them by 52 times. 

As on 31 March 1990, advances by 65 
participating commercial banks, 165 
Regional Rural Banks, 14 State 
Financial Corporations, 8 other State 
Development Agencies and 301 
cooperative banks to small-scale indus- 
tries were guaranteed as to the 
payment of injerest and repayment of 
capital under a credit guarantee 
scheme run since April 1981° by the 
Deposit Insurance and Credit 


{a 


Industrial Development Bank of India 
jointly set up the National Equity Fund 
in 1987-88 to provide seed capital 
assistance to tiny and small new and 
viable sick units located in a place-with 
population not exceeding five lakhs (15 
lakhs in the case of proposals for 
rehabilitation of sick units). The, Fund 
was administered by the IDBI, which 
operated it, in general, through the 


* public sector banks. Assistance was 


provided up to a maximum of Rs 
75,000 per project at a nominal service 
charge of 1, per cent per annum. The 
assisted units were required to provide 
a minimum cash contribution of 10 per 
cent to the project cost. In 1989-90, 


_ the population limit of five lakhs on 
the place where the unit was located 


was raised to 15 lakhs for new units 


` being set up in specified hilly regions/ 
States. 


The IDBI introduced in May 1988 a 
new refinance scheme for providing 
assistance to new tiny and small-scale 
units for both acquisition of fixed assets 
and meeting working capital 
requirements provided the project cost 


Guarantee Corporation. The total 


ae 
392-1 


` public sector banks only ka 
RBI, Report on Currency and Finance1989-90, Vol. 1, p. 188 
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-scheme 


did not exceed Rs 5 lakhs and the 
working capital requirement was 
‘limited to- Rs 2.5 lakhs.“ Under the 
the State | Financial 
Corporations/State Industrial ‘Develop- 
ment Corporations provide both term 
loans for fixed assets and advances for 
meeting working capital requirements, 
and these loans are refinanced by the 
IDBI. The scheme is intended to enable 
the assisted units to start commercial | 


Production without delay, which ofien, 
occurs on account of the time taken {in 


arranging the required working capital. 
It has been decided to establish 


’ domestic factoring services. An essential 


function of a factoring agency is to 


- collect payments for goods and services 


10. 


supplied to customers. The agency 
might be of considerable help to the 
small-scale industries which often have 
to face the prolilem of timely collection 
of payments from public and private 
customers, tacit 

In June 1989, the IDBI introduced the 
Mahila Udyan Nidhi Scheme. Under 
this Scheme seed capital assistance is 
Provided through’ the State Financial 
Corporations .(SFCs) and the State 
Industrial Development Corporations 


(SIDCs) to women entrepreneurs for. 


setting up small-scale units costing up 
to Rs 10 lakhs. The promotee's 
minimum contribution must be 10 per 
cent of the project cost and 
debts (borrowings) to equily (paid-up 
share capital and resourees minus 
accumulated losses) must not exceed 
3:1. 

For ensuring larger flow of financial and 
non-financial assistarice to the small- 
scale sector, the Small Industries 
Development Bank of India (SIDBI) has 
been set up, under a, special Act of 
Parliament, as a subsidiary of IDBI. It 
started operating from April 1990. All 
the schemes of the IDBI, including the 
Small Industries Development Fund, 
National Equity Fund, the Mahila 


the ratio of 


' 
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Udyan Nidhi Scheme, etc., have been 
transferred to the SIDBI. The Bank will 
be the apex institution for development, 
expansion, diversification and moder- 
nisation of small-scale units. The Bank 
would be undertaking the following 
detailed functions: 


() Refinancing of loans and advances 
extended by the primary lending 
institutions (commercial banks, 
RRBs, SFCs, SIDCs etc.) to small- 
scale industrial concerns and also 
providing resource support to the 
former, 

Discounting (Le. cashing with a 
discount) and rediscounting bills 
arising from the sale of machinery 
to, or manufactured by,. small- 
scale industrial concerns. 
Extension of seed capital/soft loan 
assistance under the National 
Equity Fund, Mahila Udyan Nidhi 
and Seed Capital Scheme through 
Specified lending agencies. 
Granting, directly or through 
Primary lending agencies, 
assistance for financing the export 
of products manufactured by 
small-scale concerns. 

Providing factoring, leasing etc., 
Services to small-scale industrial 
concerns. 

Extending financial support to 
SIDCs for providing raw materials 
to and selling products of small- 
scale concerns. 

Extending financial-assistance to 
the National Small Industries 
Corporation for providing various 
Services to small-scale units. 


(ii) 


, Wii) 


11. A large amount of funds has. become 


available for the development of small- 
scale industries under the Scheme for 
Providing Self-Employment to Educated 
Unemployed Youth launched by the 
Central Government in 1983. The 
scheme:has been described earlier in 
Chapter, 11. By the end of March 1990, 
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12. 


bank loans had been sanctioned for a 
total of 13.12 lakh persons for an 
amount of Rs 2,570.64 crores. The total 
subsidy released was Rs 422.81 crores. 
A large part of this amount was made 
available for setting up industrial units. 
It is not known how much funds 
actually flowed into small industry and 
yielded the intended regults. 

The District Industries Centres (DICs) 
programme was initiated in 1978 to 
provide all the services and support to 
small entrepreneurs under a single roof 
(that is, at one place) at the district 
level. Their cost is shared by the Centre 
and the States. By the end of 1989-90, 
there were 422 DICs. The Centres have 
provided assistance to the entrepre- 
neurs at pre-investment and post- 
investment stages for establishing 
industrial units, particularly in rural 
and backward areas. They help in the 
establishment of artisan-based and 
small-scale units, secure credit 
assistance to the entrepreneurs from 
financial institutions, provide technical 
and other assistance to units, and in 
all these ways help to generate 
additional employment. The findings of 
an evaluation study of the DICs’ per- 
formance have been as follows: 
(i) they concentrate mainly on 
regulatory work and, as a result, their 
development work suffers; (ii) their 
effective functioning suffers for want of 
adequate delegated powers; (iii) in the 
absence of promotional avenues, 
technically qualified persons of the right 
calibre are reluctant to accept jobs in 
the Centres; (iv) functional managers 
generally do not possess sufficient 
knowledge and expertise of their 
respective areas; and (v) in the absence 
of sufficient contact and cooperation 
with other concerned agencies, the 
entrepreneurs find the existing 
procedures difficult and time- 
consuming. These deficiencies need to 
be overcome to make`the Centres 


13. 


14. 


15. 


16. 
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effective for the development of the 
small-scale industries sector. 
Small-scale industries have been 
allowed concessions in excise duty on 
industrial products levied by the 
Centres, and in the import of raw 
‘materials and machinery. 

The National Small Industries Cor- 
poration (NSIC) provides support to the 
small-scale sector by (i) supply of locally 
made and imported machinery on easy 
hire purchase/lease, offering special 
concessional terms for units in back- 
ward areas as well as for units 
promoted by persons from the weaker 
sections, (ii) marketing products within 
the country and abroad, (iii) facilitating 
participation of SSI units in Govern- 
ment Stores Purchase Programme, 
(iv) procurement and distribution of 
locally produced and imported raw 
materials, (v) development of prototypes 
of tools and machines, and (vi) provision 
of common facilities, and facilities for 
technical training. 

An important problem in the small- 
scale sector is technological obso- 
lescence, that is, out-of-date products 
and production processes. To overcome 
this problem, the IDBI/SIDBI and the 
IFCI have set up schemes for financing 
modernisation of small-scale and tiny 
industrial units. The Small-scale 
Industries Development Commissioner 
also sponsors modernisation and 
training programmes. Assistance is 
being sought from the United Nations 
Development Programme (UNDP) to set 
up production-cum-process develop- 
ment Centres and tool rooms. 

Direct assistance like consultancy, 
training, etc., is also made available to 
small-scale industries through a wide 
network of promotional bodies 
including the 27 Small Industrial 
Service Institutes (SISIs), the Central 
Institute of Tool Design (CITD), the 
Institute for Design of Electrical 
Measuring Instruments (IDEMI), the 
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17. 


18. 


19; 


National Institute for Entrepreneurship 
and Small Business Development 
(NIESBUD) and others. 

Industrial estates have been established 
where small entrepreneurs are 
provided, on a rental basis, accom- 
modation and other basic facilities. 
However, the Programme has not 
achieved the expected success. Wrong 
choice of location and unsuitability of 
sheds and space are among the 
important factors responsible for this. 
The new policy measures for promoting 
small, tiny and village industries 
announced by the Central Government 
in August 1991 include among others: 
li) increase in the investment limit in 
plant and machinery of tiny enterprises 
from Rs 2 to Rs 5 lakhs, whatever the 
location of the units; (ii) introduction of 
legislation to ensure Payment of small 
industries bills; (iii) market promotion 
of SSI products through cooperative/ 
public sector institutions, other 
specialised professional /marketing 
agencies, and the group approach; and 
(iv) setting up of an Export Development 
in the Small Industries 
Development Corporation. 

The Khadi. and Village Industries 
Commission (KVIC), which has the 
responsibility for the development of 
khadi and village industries like, 
handicraft, handloom, coir industry and 
Ssericulture (production of raw silk), 
implements its Programmes through 
the State-level Khadi and Village 
Industries Boards, Village Industries 
Boards, registered institutions, indus- 
trial cooperatives and department units. 
By 1990-91, the activities of the KVIC 
had covered about 2.1 lakh villages, 
About 30. per cent of its beneficiaries 
belonged to SC/ST and women's 
participation was as high as 30 per 
cent. The units under the KVIC 
produced Rs 2,225 crore worth of goods 
in 1990-91 and provided employment 
to 47.93 lakh persons. 


EVOLUTION OF THE INDIAN ECONOMY 


Progress of Small-scale Industries 


The. small-scale industries have made a 
steady progress over the years. At the end 
of March 1990, there were 19.38 lakh 
small-scale units (including 5.6 unre- 
gistered units) employing 1.24 crore 
persons. The production in the small sector 
during 1990-91 has been estimated at Rs 
1,55,340 crores. Its direct exports during 
1990-91 have been estimated at Rs 9,100 
crores, that is, about 28 per cent of the 
total direct exports from the country during 
the year. 

There is a tremendous scope for the 
development of viable small-scale industries 
together with the development of modern 
large-scale industries, There is need for 
further, stepping up the drive to realise the 
full potential of this sector so that it makes 
its due contribution to the expansion of 
incomes and employment. 


Emergence of a New Situation, 
1990-91 


During the close to three and a half decades 
since the issue of the ‘Industrial Policy 
Statement 1956, Indian private enterprise 
had immensely gained in resources, 
experience and self-confidence. Besides its 
traditional field of textile, Sugar, vanaspati 
etc. industries, it owned and operated big 
units in such industries as iron and steel, 
aluminium, industrial machinery, 
Stationery, and vehicular diesel engines, 
railway wagons, automobiles, tractors and 
combines, automobile tyres, transformers 
and electric motors, office machinery, 
consumer durables, basic chemicals and 
Pharmaceuticals, fertilisers and pesticides, 
petro-chemical intermediates, plastics and 
synthetic rubber, man-made fibres, cement 
etc. There were, indeed, few areas of 
industrial development, which were then 
outside its competence, Particularly when 
it secured technical and financial 
collaboration with fortign companies, In the 
event a major reason for undertaking 
industrial development in the public sector 
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no longer held good. Henceforth the public 
sector had to justify itself by superior or at 
least comparable performance. While some 
public sector units have done well and 
made a solid contribution to industrial 
development, a big chunk of this sector 
had shown poor physical and financial 
performance. It could not be otherwise in 
the way it had been run. Moreover, while 
the failures of the private sector, reflected 
among others in the massive volumes of 
industrial sickness, was virtually ignored 
by the national press, the foreign aid donors 
and the vocal sections of the public, the 
weaknesses and deficiencies of the public 
sector found ample mention and discussion 
in which several ruling politicians took 
active part. This gave rise to an ever louder 
demand, first and foremost by the Indian 
big business and the external aid donors, 
that the private sector had to be allowed to 
have a larger role than that implied in the 
Industrial Policy Statement 1956. 

While no formal revision of the 1956 
Statement had been undertaken up to 
1990-91, some departures from it had 
begun to be made in practice, particularly 
since mid-1980s. For instance, further 
development of the iron and steel sector 
had not remained the exclusive 
responsibility of the public sector. The 
establishment of mini-steel plants based 
on scrap had substantially raised the 
private sector's share in steel production. 
Since sponge iron had begun to supplement 
scrap as the raw material for production of 
Steel in the mini-steel plants, the permission 
to set up even large sponge iron plants in 
the private sector had opened up the 
Possibility of a rapid rise in the private 
sector's _ share in steel production. Again, 
the private sector had been permitted to 
enter telecommunication equipment 
Manufacture in 1986-87. These 
developments were pointers to a re-look on 
the Industrial Policy Statement 1956 before 
long to bring it into line withthe changing 
reality on the ground. 

The events of 1990 and the first half of 
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1991 clinched the issue. The crisis which 
began in a very visible form tn 1990 
deepened in the first half of 1991. The 
foreign exchange problem, which had 
become serious in 1990, assumed crisis 
proportions in the first half of 1991. A 
severe import squeeze introduced in 1990- 
91 to deal with the serious foreign exchange 
position disrupted industrial production, 
particularly the heavily import-dependent 
industries that had been set up in recent 
years. Industrial production began to 
decline early in 1991-92. There was sharp 
decline in national income (GDP). The 
General Election to the Lok Sabha held in 
these circumstances resulted in a new 
Government which took office in June 1991. 
It immediately launched a New Economic 
Policy (NEP). As a component of the NEP, 
a new industrial policy was announced on 
24 July 1991. Its important features are 
mentioned below. 


Industrial Policy July 1991 


The new Union Government which took 
office in June 1991, announced its 
Industrial Policy on 24 July. The new 
Government assumed that the fairly rapid 
expansion of industry in the 1980s had 
been the result mainly of reforms in 
industrial and trade policies undertaken in 
the period. It concluded that in order to 
consolidate the industrial progress in the 
1980s and to further accelerate industrial 
development, the process of industrial and 
trade reform must be carried forward. The 
keynote of the new industrial policy, as of 
the New Economic Policy of which it was a 
major component, was liberalisation and 
globalisation of the economy. Liberalisation 
meant deregularisation of the industrial 
sector by cutting down to the minimum 
administrative interference in its operation 
and, instead, letting the market forces 
operating through the profit motive of the 
producers and free competition among them 
regulate and guide the future development 
of the sector. Globalisation meant making 
the Indian economy an integral part of the 
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world economy by breaking down to the 
maximum feasible the barriers to movement 
of goods, services. capital and technology 
between India and the rest of the world 
economy particularly the advanced West 
and Japan. The new industrial policy 
sought to apply the policy of liberalisation 
and globalisation to the industrial structure. 
Major provisions of this policy are outlined 
below. 


i Dereservation of Industries Jor the 
Public Sector 


The new Industrial Policy reflects the 
Government's intention to invite a greater 
degree of participation of the private sector 
in important areas of the economy. To this 
end the new policy provides for the following: 
ü Of the 17 industries reserved for 
investment by the public sector under 
the Industrial Policy Resolution 1956, 
nine industries have been dereserved. 
These include iron and steel, electricity, 
air transport, ship-building, and heavy 
machinery industries such as heavy 
electrical machinery plants and 
communication cables and instruments 
. Plants. The eight industries that remain 
reserved for the public sector have not 
been dereserved on the grounds that 
these involve strong security and 
strategic concerns. According to the 
new policy, in future the public sector 
will concentrate only on strategic, high 
technology and essential infrastructure 
(support services) areas, 
A part of the government share-holding 
in the public sector enterprises was to 
be sold off. The Government secured 
Rs 2,500 crores as capital receipts in 
this way during 1991-92. In 1992-93, 
a further Rs 3,500 crores are to be 
secured in this manner, of which Rs 
1,000 crores will be transferred to the 
newly set up National Renewal Fund 


_ (ii) 


EVOLUTION OF THE‘INDIAN ECONOMY 


for financing the training. re- 
employment and compensation of 
workers retrenched as a result of the 
anticipated modernisation, restruc- 
turing and closure of units. Whereas 
in 1991-92, the government shares 
were transferred directly to mutual 
funds and other financial institutions, 
in 1992-93, government shares in 20 
Central public sector enterprises are 
being sold through the stock 
exchanges, that is through the normal 
channel for this purpose, or directly to 
the public. The Government has also 
decided to undertake a review 
particularly of its share-holding in 
enterprises that are based on low 
technology, are on a relatively small 
scale, or in areas with little social 
significance or public purpose and are 
in areas where the private enterprise 
has developed sufficient expertise and 
resources, Presumably the purpose is 
‘to put these on the road to privatisation 
by the sale of their shares to the public, 
Several States are following the Central 
Government in this respect with regard 
to their public undertakings, 

(iii) On the whole, much greater autonomy 
will be given to the public sector to 
enable them to operate on commercial 
lines. Such intentions, however, have 
been expressed several times before but 
with very limited effect, 


Abolition of Industrial Licensing 


Up to the early 1980s, the industrial sector 
was tightly regulated under the system of 
industrial licensing. A major purpose, 
among others, was to divert the limited 
development resources towards building up 
the industrial base of the economy. Now 
that the country had a wide, diversified, 
fairly sophisticated and increasingly 
competitive industrial sector, tight 


^ This section draws heavily on the corresponding section in the Economic Survey, 1991-92, Paragraphs 


6.2 to 6.13, Pp. 80-83. 
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regulation through industrial licensing was 
no longer required and was, indeed, a 
constraint on rapid industrial development. 
It was, therefore, decided to abolish 
industrial licensing, no matter how large 
the investment, except for certain industries 
involving security and strategic concerns, 
social safety, environmental pollution and 
other issues, and production of dangerous 
products. Existing industries are also free 
to expand or to produce any article without 
any capacity clearance from the 
Government. Certain guidelines have been 
issued to prevent clustering of industries, 
particularly polluting industries on the 
outskirts of large urban centres. 


Abolition of Phased Manufacturing 
Programmes 


In the past, mostly: in the case of 
engineering and electronic industries which, 
to begin with, depended very substantially 
on import of raw materials, semi-finished 
y goods and components, the undertakings 
were required to undertake a phased manu- 
facturing programme, specifically worked 
out for each enterprise. This was done with 
the twin objectives of (i) preventing the 
import of components etc. becoming a 
permanent burden on the country's limited 
foreign exchange resources, and (ii) 
preventing the industrialists concerned 
from remaining content with the relatively 
easy, in many cases, essentially assembling 
stage of the manufacturing process but to 
push on to develop the more difficult 
manufacturing stages also till a high degree 
of domestic self-reliance was achieved. This 
requirement was naturally an irritant to 
the industrialists. The new Industrial Policy 
has abolished this requirement. The plea 
given is that with the 18 per cent deva- 
luation of the rupee, all imports, including 
imports of raw materials, components etc., 
have become costly. There is, therefore, no 
need to put further pressure on the 
industrialists to avoid these imports by 
raising the domestic content of the 
Products, Secondly,. with the removal of 
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import licences on most materials, compo- 
nents, etc., it will not be easy to enforce a 
phased manufacturing programme. The 
new policy, however, does not in any way 
take care of the two considerations 
underlying the phased manufacturing 
programme. As shown by the 1990-91 
experience, heavy dependence of 
manufacturing industry on imports could 
play havoc in a tight foreign exchange 
position. Such a situation might arise again 
when the exceptional credits from the IMF, 
World Bank, Asian Development Bank, etc., 
are no longer available, while debt service 
payments on the greatly enlarged external 
debt have to be met. i 


Removal of Mandatory Convertibility 
Clause 


A substantial portion of industrial 
investment in India is financed by loans 
from financial institutions and banks most 
of which have been hitherto (September 
1992) government-owned. Under a directive 
from the Central Government these 
institutions have been including a 
convertibility (providing for convertibility of 
loans into equity) clause in their loan 
agreement with the private enterprises for 
financing their new projects. This has given 
the lending institutions the option to convert 
their loans into share capital whenever they 
consider this necessary. Though this option 
has been exercised very infrequently, the 
borrowing undertaking always remains 
under threat of such conversion that might 
be used by the lending financial institution 
to take over the ownership of the 
undertaking. For removing such a threat, 
it has been decided that henceforth the 
financial institutions will not insist on a 
convertibility clause in loan agreements. 


Removal of Investment Controls on : 
Large Business Houses 


Under the Monopolies and Restrictive Trade 
Practices (MRTP) Act enacted in 1969 all 
firms with assets exceeding a specified limit 
(raised to Rs 100 crores in 1985) were 
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designated MRTP firms. This limit was 
applied to the total assets of all firms which 
were joined together by common ownership 
or management control. Such firms could 
invest only in selected industries or, lately 
in Centrally declared backward areas, and 
required specific government permission for 
this. Besides taking out an industrial 
licence they had to secure clearance from 
the MRTP Commission set up under the 
MRTP Act. This had begun to hamper the 
large firms in their efforts at growth and 
diversification, thus having an adverse 
impact on overall industrial development. 
The MRTP Act has been amended to abolish 
the limit on assets which, if crossed, put 
the concern under MRTP restrictions. Thus 
these firms have been put at par with 
others. They would require no government 
or MRTP Commission Permission to invest 


will be concerned only with control and 
prevention of monopolistic restrictions and 
unfair practices to safeguard the interests 
of the consumers. 

The above measures are designed to 
give the Indian private firms the freedom 


to cope with a competitive domestic and 
international environment. 


Relaxation of Regulations concerning 
Foreign Investment and Foreign Technology 


Traditionally foreign investment and import 
of foreign technology have been tightly 
regulated. Each proposal of foreign 
investment or of import of foreign technology 
has to be specifically cleared in advance 
by the Government. This resulted in delay 
and hampered business discussions. The 
case-by-case approval of proposals 
hampered enlarged flow of foreign 
investment and import of technolo, 
required for rapid industrial development 
in India. For removing this bottleneck, the 
new Industrial Policy provided for the 
following relaxations. 


1. With regard to the high technology and 
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high investment priority industries 
listed in Annexure III to the Statement 
on Industrial Policy, automatic 
permission was granted for foreign 
equity investment (that is, investment 
in the shares of the company) up to 51 
per cent of the total equity of a firm set 
up in India, thus enabling the foreign 
investor to control the company. 
Previously under the Foreign Exchange 
Regulation Act, foreign equity 
investment was allowed only up to 40 
Per cent of the total equity of a firm, 
and that too after case-by-case approval 
of the proposal, thereby denying the 
foreign investor outright control of the 
firm. 
A special high powered Board was to 
be constituted to undertake meaningful 
negotiations with international firms, 
commonly known as multinationals 
(MNCs) or transnationals (TNCs) to 
invite them to undertake substantial 
investment in India. The investment 
programmes negotiated by this Board 
were to be considered by themselves 
and would not be bound by any other 
Provisions and procedures laid down 
by the Government with regard to 
foreign business investment. 
Previously foreign equity investment 
was discouraged in service areas except 
hotels. The new Industrial Policy 
Provided that 5] per cent equity 
investment would be welcome in, 
besides hotels, other tourist-related 
areas. Much more important was the 
decision to invite up to 51 per cent 
equity investmeft by international 
trading companies also. 
Previously hiring of foreign technicians 
and testing abroad of technology 
developed in the country required case- 
-case government approval. No such 
approval was to be required henceforth 
for these purposes. 
Previously any agreement by an Indian 
firm with a foreign party for import of 
technology required specific clearance 
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by the Government. This hampered - 


import of foreign technology. To 
facilitate import of technology, in the 
case of the industries included in 
Annexure III of the Statement, firms 
were to receive automatic permission 
for agreements for import of technology 
within certain guidelines. To begin with, 
the guidelines allowed royalty to the 
foreign party up to 5 per cent of 
domestic sales and 8 per cent of export 
sales, besides lump-sum technology 
payment up to rupees one crore. The 
automatic permission would be 
available to other industries also if the 
payments for technology to the foreign 
party could be made without requiring 
the country's free foreign exchange 
resources. These provisions were 
expected to encourage more stable and 
active technology relationships between 
foreign firms and their Indian 
collaborators. 


The new Industrial Policy is expected 
to create an economy that moves forward 
rapidly, is outward-looking and allows freer 
play of market forces. 


Industrial Development 


The overall growth of the industrial sector 
may be measured by (i) increase in gross 
value-added in manufacturing, and (ii) rise 
in the index of industrial production. Overall 
industrial growth, in terms of these 
measures, is given below. 


Gross Value-added in Manufacturing 


Gross value-added at factor cost in 
manufacturing, at constant 1980-81 prices, 
rose from Rs 4,877 crores in 1950-51 to 
Rs 8,771 crores in 1960-61, Rs 14,598 
crores in 1970-71, Rs 21,644 crores in 
1980-81 and Rs 43,281 crores in 1990-91 
(Q.E.). The average annual growth rate 
works out by the non-statistical method to 
6.0 per cent for the 1950s, 5:2 per cent for 
the 1960s, 4.0 per cent for thé 1970s and 
7.9 per cent in the 1980s. Clearly thë 
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overall growth rate of the manufacturing 


“industries has shown a sharp improvement 


in the 1980s. In each of the above periods 
the manufacturing sector has shown a 
higher growth rate than the economy as a 
whole. As a result, the contribution of the 
manufacturing sector to the total gross 
domestic product at factor cost has risen 
from 11.4 per cent in 1950-51 to 20.6 per 
cent in 1990-91. This shows that the 
country is undergoing industrialisation 
though at a rather slow pace. 

Within the manufacturing sector, regis- 
tered manufacturing which represents the 
modern large-industrial sector has shown 
a higher growth rate than unregistered 
manufacturing. Over the 40-years period, 
from 1950-51 to 1990-91, whereas the 
share of registered manufacturing in total 
gross value-added in manufacturing has 
improved from 47.4 per cent in 1950-51 to 
61.9 per cent in 1990-91, that of unregis- 
tered manufacturing has declined from 
52.6 per cent to 39,2 per cent. This 
indicates that the manufacturing sector is 
getting more modernised. 


Index of Industrial Production 


The index of industrial production is an 
alternative, not an identical, measure of 
growth. It measures increase in the value 
of output rather than in value-added. When 
the industrial structure is charging in 
favour of industries which have a higher 
ratio of non-factor inputs (or intermediate 
consumption) to value of output, and hence, 
a lower ratio of value-added to value of. 
output, the index of industrial production 
will show a higher rate of growth than does 
the value-added in industry. Moreover, the 
index of industrial production, like most 
other indices, tends to become out of date 
and unrepresentative over time. New 
industries, not included in the index, come, 
into being. Old industries grow at different 
rates. As a result, their relative importance 
in the industrial sector diverges from the 
weight assigned to them in the index. In 
other words, the weighting pattern of the 
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index becomes obsolete. For this reason 
new index numbers of industrial 
production, each with a different base year 
and a weighting pattern, have been adopted 
from time to time. The index number 
currently being used has 1980-81] as its 
base year. The three indices used earlier 
had 1956, 1960 and 1970 as the base year, 
respectively. 

Index of Industrial Production 
(1980-81=100) covers mining and 
quarrying, manufacturing and electricity 
generation. There is a composite index for 
the whole sector as well as separate indices 
for its three components. There is also a 
separate Index for each Industry Group in 
the manufacturing sector such as food 
products, cotton textiles, non-electrical 
machinery, transport equipment, etc. The 
Index Number for manufacturing rose to 
208.0 in 1990-91 (provisional). This means 
that, compared to 1980-81, manufacturing 
had grown 108 per cent by 1990-91. This 
gives an average annual growth of 7.1 per 
cent over the period. 

` The growth rate of individual Industry 
Groups in the manufacturing sector varies 
over a wide range. Over the period 1980- 
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81 to 1990, whereas the growth rate of 
non-electrical machinery and machine tools 
was 6.9 per cent, for cotton textiles it was 
only 1.6 per cent. The pattern of growth 
rates of the different Industrial Groups 
shows that since the mid-1950s the 
manufacturing sector has not only grown 
in terms of output but also has been 
undergoing a desirable structural change. 
While traditional industries like textiles have 
grown much less than the overall growth 
of the industrial sector, key and basic 
industries such as non-electrical machi- 
nery, electrical machinery and appliances, 
metal products, transport equipment, 
chemicals and chemical products, and non- 
metallic mineral products, as well as high 
technology industries like electronics have 
grown faster than the overall average. This 
development, which has been giving the 
industrial structure a more modern and 
mature look, has been the result of a 
deliberate policy of promoting key and basic 
industries first adopted in the Second Five 
Year Plan. 


Growth of Industrial Production 


The growth of production of selected 
individual industrial products over the 
period 1950-90 is given in Appendix 15.1 
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10. 
ll. 


EXERCISE 


. Give an idea of the growth and diversiffcation of the manufacturing industry in post- 


Independence India. 


Describe the role of public enterprise in the development of manufacturing industries 
in the period since Independence. 


Give the main reasons of the Industrial Policy Statement 1956. 

Discuss the main thrusts of the Industrial Policy Statement 1980. 

Bring out the important features of the Industrial Policy 1991. 

Point out the principal departures made by the New Economic Policy 1991-92 from the 
Industrial Policy Statement 1956. 

Write a note on industrial licensing in India. Did it serve the intended purpose? 
Discuss the main stages in the relaxation and abolition of industrial licensing in India. 


Bring out the extent and causes of industrial sickness. Outline the measures taken in 
recent years for its prevention and cure. 


Give the case for promoting cottage and small industries in India. 
Mention the measures that have been taken for promotion of cottage and small, 
industries in India. 


. Is it correct to say that the Indian manufacturing industry is highly sheltered against 


foreign competition? If so, discuss the consequences. How does the New Economic 
Policy seek to correct this position? 
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Infrastructural Development 


INFRASTRUCTURE refers to the facilities, 
activities and services which support 
operation and development of other sectors 
of the economy. These also support the 
daily life of the society. The most important 
components of the infrastructure are: 
(i) sources of energy; (ii) transport services, 
and (iii)' communication facilities. An 
advanced highly industrialised economy 
and a modern affluent society would be 
unthinkable without the support of a 
highly developed infrastructure. A 
developing country like India would be 
greatly hampered in its efforts at economic 
development and improvement in the 
quality of life without commensurate 
development of sources of energy, 
transport services and communication 
facilities. Indeed, the development of 
infrastructure must move ahead of the 
development of agriculture, industry and 
other sectors for smooth and orderly 
development of the economy, without being 
caught in all manner of bottlenecks arising 
from inadequate development of the 
infrastructure. 


ENERGY 


Primary Sources 


Energy is produced mostly as coal and 
lignite, crude petroleum and hydro- 
“electricity. All these are known as primary 
sources of commercial energy. Besides, 
there are the traditional sources of non- 


commercial energy which include fuel wood, 
agricultural wastes, draft-animal power, 
and regrettably a part of the cowdurig 
which is used not as manure but as fuel. 
Efforts have also been made to develop non- 
conventional primary sources of energy 
including bio-energy (energy from 
organisms), solar energy and wind power. 
These efforts are, however, yet at an early 
Stage. Finally, at a very initial stage are the 
efforts to use energy from urban wastes, 
chemical energy, hydrogen energy, 
geothermal energy (heat of the inner-strata 
of the earth) and ocean energy. 


Transformation of Primary 
Sources of Energy 


The primary sources of energy are used 
partly as such. For example, coal is used 
as a source of thermal energy (i.e. energy 
in the form of heat) in industrial and power 
boilers, brick, cement and other kilns, and 
other industries. The balance is 
transformed into suitable forms for use by 
the economy and society such as soft and 
hard coke (used in iron and steel plants 


` mainly for the production of pig iron). 


Likewise, crude petroleum is transformed, 
through refining, into petroleum products 
used both as a source of energy (such as 
motor spirit, aviation fuel, kerosene, low 


: and high speed diesel oil and fuel oils) and 


as a raw material (for example, naphtha 
for petro-chemical and fertiliser plants, fuel 
oil for fertiliser plants and bitumen for road 
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(building). A part of the energy content of 
the primary sources is lost at the 
transformation stage. Accordingly, energy 
as used by the economy and the society is 
less than the primary energy produced or 
secured through net imports. This energy 
loss has to be kept in mind in devising the 
programme for production or net imports 
of primary sources of energy. The 
development of the major sources of energy 
is given below. 


Coal 


Coal is the principal primary source of 
commercial energy in India. Its production 
has increased from 32.8 million tonnes in 
1950-51 to 211.73 million tonnes 
(provisional) in 1990-91. The principal 
producers are the Coal India Limited (CIL) 
and Singarenni Coal Company (SCCL). 
Their respective contribution in 1990-9] 
(provisional) was 189,64 million tonnes and 
17.71 million tonnes, respectively. The 
balance contribution was from all others, 
mainly the iron and steel producers from 
their captive mines. The coal mines are 
carrying heavy pit-head stocks, 42.88 
million tonnes at the end of 1990-91. This 
coal is not available to the consumers, As 
a result several consumers, many coal- 
based thermal power-stations, cement 
plants, re-rolling mills and brick kilns have 
complained of inadequate availability of 
coal. It is necessary to increase despatches 
to consumers by cutting down the pit-head 
stocks to a more reasonable level, 
Indian coal has a high ash content. In 
recent years, therefore, iron and steel plants 
have been allowegl to import some low ash 
coal mainly from Australia to blend with 
the high ash Indian coal. These imports have 
shown a tendency to increase over the years, 
Now under the New Economic Policy, some 
coast-based thermal power-stations in the 
west and the deep south of the country, 
which are located far away from the coal 
fields, might also resort to coal imports to 
cut down their fuel costs and remove the 
uncertainty in domestic coal supplies. 
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In order to reduce the ash content of 
domestically produced coking coal, coal 
washing is undertaken in coal washeries. 
The output of washed coal was 10.7 million 
tonnes in 1989-90. 

The main consumers of coal are (with 
their 1989-90 consumption given in million 
tonnes in parentheses): electricity utilities 
(113.0), captive electricity plant of industries 
(12.70), coke oven plants of steel plants 
including 4.45 million tonnes of imported 
Coal (28-37); cement plants (8.74); railways 
(5.73), fertiliser plants (3.47), soft coke 
plants (1.30), brick kilns and other 
industries (27.00) and collieries, for their 
own consumption (3.97). Thus electricity 
generation by utilities and-captive plants is 
by far the most important user of coal 
accounting for 62.9 per cent of the, total 
coal consumption of 199.79 million tonnes 
in 1989-90, Coke oven plants producing 
hard coke for use of steel plants were the 
second largest consumer accounting for 
another 14.2 per cent of total consumption. 
Thus the two users between them consumed 
77.1 per cent of the total consumption. 


Lignite 


Lignite or brown coal has a lower energy 
content than the black coal. This 
disadvantage is; however, neutralised if 
lignite is used by plants with a high 
Proportion of fuel cost to total cost located 
near the mine, thus reducing the transport 
cost of fuel to the minimum. The ideal users 
are lignite-based thermal power-stations 
located very close to the mines, 
called pit-head stations. 

By far the largest producer of lignite 
Currently is the Lignite Corporation 
located at Neyveli in Tamil Nadu. In its two 
mines it 


uced 13.77 million tonnes 
(provisional) of lignite in 199 


0-91. The 
lignite production is being 


expanded 
further. Most of the lignite is fed into the 
Joca! 


close to the 
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the capacity of the plant to 1,440 MW. A 
small proportion of lignite is used for 
producing briquettes for use as domestic 
fuel. ‘The use of lignite ‘as a raw material 
for the production of nitrogenous fertiliser 
proved a failure. i 

The Gujarat Mineral Development 
Corporation produced 1.6] million tonnes 
of lignite in 1989-90, The 1.7 million tonnes 
of lignite production in Gujarat is to be 
used in a thermal power-station of 240 MW 
capacity. Lignite production in India is 
entirely a post-Independence development. 


Petroleum 


Production of Crude Petroleum : In the 
immediate pre-Independence period India 
produced a ‘negligible quantity of crude 
petroleum at Digboi (Assam). It was just 
0.3 million tonnes in 1950-51 and 0.5 
million tonnes in 1960-6]. The western oil 
monopolies sought to create the impression 
that India had no Significant oil resources, 
But the country was receiving contrary 
signals from 
sources. The C 
and Natural Gas Commission (ONGC) bya 


Gas Directorate that had been set up in 
1956. The ONGC 


reserves in Assam. The Oil India Limited 
(OIL) was also set up in 1959 as a joint 
sector company but it became a fully 
Central Government-owned enterprise in 
1981. It operates in Assam. Arunachal 
Pradesh, Orissa, Rajasthan, Mahanadi and 
the Andaman offshore areas. Besides 
discovering further oil resources in Assam, 
it discovered oil in Arunachal Pradesh for 
the first time in 1987-88, Up to 1970-71 
crude oil production was expanded entirely 
on the basis of new discoveries in Gujarat 
and of further oil resources in Assam. But 
the discovery and development of off-shore 
oil résources in the Bombay High Basin in 


: also provided by 
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the 1970s brought about a major change 
in the oil situation. By 1980-81, the 
production of 5.5 million tonnes from on- 
land fields in Assam and Gujarat was 
matched by 5 million tonnes from the off- 
shore field. In the Sixth Plan period (1980- 
85), the off-shore oil production was pushed 
up to 20.1 million tonnes to cope with the 
situation arising out of the second big hike 
in the crude oil price by the OPEC 
(Organisation. of Petroleum Exporting 
Countries) in 1979-80. At the same time, 
the on-land oil Production rose slowly, 
partly on account of disturbances in Assam, 
to 8.9 million tonnes. Thus over the Sixth 
Plan period, the crude oil Production rose 
from 11.7 million tonnes in 1979-80 to 29 
million tonnes in 1984-85, Since then oil 
production has been rising very slowly and 
stood at only 33.0 million tonnes in 1990- 
91. While the on-land Production has 
continued to rise slowly to 11.8 million 
tonnes in 1990-91, the off-shore (sea-based) 
Production has virtually stagnated at the 
1984-85 level and risen to only 21.2 million 
tonnes in 1990-91. The off-shore 
production is entirely by the ONGC. The 
greater part of the on-land production is 
the ONGC, mainly from 
the Cambay basin (Gujarat) and upper 
Assam while about one-fifth to one-sixth of 
it is provided by the OIL from Assam. 
The domestic consumption of 
petroleum products has continued to rise 
all through and the domestic production of 
oil has all along been short of demand, 
even in 1984-85, after a 17.3 million rise 
in crude oil production over just a five- 
year period. The gap has widened since. 
To meet the rising gap, it has been decided 
to throw open: oil 


In recent years oil has been discovered 
both in land and off-shore in the south, 
mainly in the Cauvery bašin (Tamil Nadu) 


and the Krishna-Godavari basin (Andhra 
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Pradesh). But no large-scale production has 
been developed there. 


Petroleum Refining: The demand for 
petroleum products, which was just 3.3 
million tonnes in 1950-51, has been rising 
continually ever since, in spite of efforts, 
mainly a periodic rise in the price of motor- 
spirit (also called mogas) and other selected 
petroleum products, to restrict consumption. 
It rose to 55 million tonnes in 1990-91. To 
meet this demand, the domestic refining 
capacity has been increased from about 
0.2 million tonnes in 1950-51 to 51.85 
million tonnes in 1990-91 by building 12 
refineries in different parts of the country, 
varying in size from the 9.50 million tonnes 
capacity of the refinery in Gujarat to the 
0.85 million tonnes capacity of the 
Guwahati refinery in Assam. The 
production of petroleum products has 
increased from 0.2 million tonnes in 1950- 
51 to 48.6 million tonnes in 1990-91. This 
increase in the production of petroleum 
„products has required an increase in crude 
oil in all the refineries from about 0.3 million 
tonnes in 1950-51 to 51.8 million tonnes 
in 1990-91 (as against the domestic 
production of 33 million tonnes of crude 
oil). The domestic production is short of 
requirement thus in the case of both the 
petroleum products (particularly, kerosene, 
high speed diesel oil, LPG or cooking gas, 
and the lubricants), and the crude oil. 


Imports: The above gap has been met by 
import of both crude oil and products. The 
net import of crude oil has increased from 
nil in 1950-51 to 20.7 million tonnes in 
1990-91, and that of products, over the 
same period, from 3.1 million tonnes in 
1950-51 to 8.7 million tonnes in 1990-91. 
The total cost of the imports of crude oil 
and products in 1990-91 was Rs 10,816 
crores, Against this, there have also been 
exports of 2.1 million tonnes of petroleum 
products (to areas other than Nepal) which 
fetched (including some exports of coal to 
Bangladesh and elsewhere) Rs 948 crores 
in foreign exchange in 1990-91. Clearly, 
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the rising net imports of crude oil and 
products are imposing a big burden on the 
country's foreign exchange resources. This 
calls for urgent measures to increase 
domestic production of both crude oil and 
products. 


Natural Gas 


In the last two decades, natural gas has 
emerged as an important energy source as 
well as a feed stock or raw material for 
fertiliser and petro-chemical plants. Natural 
gas is produced in two ways: (i) as 
associated gas produced along with the 


. production of crude petroleum, and (ii) as 


free gas obtained from exclusive gas fields. 
There are bright prospects for: the 
development of gas production in the 
future. About half of the total forecast 
resources of crude and natural gas are 
reported to be in the form of natural gas. 
Free gas resources have been found in 
various parts of the country. The off-shore 
South-Basin free gas field in the Bombay 
basin is the largest discovered so far. But 
free gas reserves ‘have also been discovered 
in Gujarat, Tripura, the South (Andhra 
Pradesh and Tamil Nadu), Rajasthan etc. 
A separate company called the Gas’ 
Authority of India Limited was set up in 
1984 for the utilisation of natural gas and 
to plan and construct pipelines for the 
movement of gas, oil and petroleum 
products. By the turn of the century as 
much natural gas is:expected to be — 
produced as crude oil. r 

Up to 1979-80 (the year immediately 
preceding the Sixth Plan) only 2.76 billion 
cubic metres of natural gas were produced, 
mostly as associated gas. The production 
rose to 7.23 billion cubic metres in 1984- 
85, the closing year of the Sixth Plan. It 
rose further to 18,0 billion cubic metres in 
1990-91 (equivalent to 49.3 million cubic 
metres per day), and this included close to 
one-half of free natural gas from Bombay 
off-shore fields. 

The gas is being utilised as a feedstock 
in fertiliser and petro-chemical plants, and 
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as a primary energy source in gas-based 
thermal power-stations. There are proposals 
for its use as an energy source for other 
industries as well as a domestic fuel. To 
the extent the natural gas can be used as 
a substitute for middle distillates (kerosene 
and high-speed diesel) and for Liquiefied 
Petroleum Gas (LPG — cooking gas) for 
which production is substantially short of 
demand and the gap has to be met by 
imports, it could help to reduce the growing 
import bill. 

The utilisation of natural gas has lagged 
behind production of gas. As a result, the 
Surplus gas has been flared (burnt out), 
This was a serious waste of natural 
resources. In 1990-91, of the 49.3 million 
cubic metres of gas per day that was 
produced in that year, as much as i7 
million cubic metres per day equivalent to 
34.5 per cent of the total Production of gas 
was flared. Steps have been taken in recent 
years to reduce flaring of the gas by 
promoting its utilisation and, to this end, 


be eliminated in the 


western off-shore region by 1995. A. 


substantial Proportion of the natural gas 
produced in the Assam region will, however, 
continue to be flared as the utilisation of 
the gas is making very slow Progress. 


LPG 


LPG (the cooking gas) is a very convenient 
substitute for kerosene, coal and soft coke 
used for cooking Purposes in urban areas 
and for fuel wood in the Tural areas. LPG 
is produced partly by the refineries and 
the balance by fractionation (break-up of 
the natural gas into different fractions and 
collection of the suitable fractions to form 
LPG). The two sources contributed 1,180 


! MW = 1000 kw 
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thousand tonnes and 769 thousand tonnes, 
respectively, to provide a total supply of 
1,949 thousand tonnes in 1989-90, The 
domestic supply is supplemented with 
imports to meet the domestic requirements, 
There is a great unsatisfied demand for LPG. 


LNG 


The liquefied natural gas (LNG) is produced 
by compressing the gas into a liquid. The 
main producer is the ONGC. A small 
quantity is also produced by the OIL. The 
total output in 1989-90 was 64] thousand 
tonnes and the 1990-91 target had been 
set at 824 thousand tonnes. A scheme has 
been drawn up-to convert 200 petrol- 
Powered vehicles to using compressed 
natural gas on an’ experimental basis. If 
the experiment succeeds, it could open up 
a large new use for natural gas. 


Electricity 


Electricity is a very versatile source of 
energy and can be transmitted over long 
distances at a rather modest cost. Big 
progress has been made since 
Independence in electricity generation and 
utilisation. 


Installed Capacity : In 1950, the installed 
Capacity was a mere 2,300 MwW', 
comprising 559 MW of hydro-capacity, 
1,004 MW of thermal (steam-based) 
Capacity, 149 MW of oil plants with utilities 
and 588 MW captive power plants of 
industries. Thus the utilities had a total 
capacity of 1,712 MW and the non-utilities, 
a Capacity of 588 MW. In 1990-91 
(provisional) the utilities had a total installed 
Capacity of 66,000 Mw, comprising 18,800 

of hydro-capacity, 45,700 MW of 
thermal capacity and 1,500 MW of nuclear 
capacity, while the non-utilities had an 


between the two situations. 
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Electricity Generation : In 1950 the 
electricity generation was only 6.6 million 
MWH?. Of this 1.5 million MWH was 
generated by captive plants of industrial 
establishments and 5.1 million MWH by 
the utilities: 2.5 million MWH by hydro- 
stations, 2.4 million MWH by thermal 
(steam-based) plants and 0.2 million MWH 
by oil plants. In 1990-91 (provisional), the 
non-utilities generated 24.1 million MWH 
and the utilities, 264 million MWH®: 71.7 
million MWH by hydro-power plants, 186.8 
million MWH by thermal plants and 6.1 
million MWH by atomic power-stations. 
Thus, in 1990-91, the total generation had 
been 228.7 million MWH, that is, close to 
44 times the 1950-51 level. 

Again, whereas in 1950, hydro-power 
capacity contributed the most to the total 
generation of electricity by the utilities (i.e. 
37.9 per cent), in 1990, hydro-power plants 
contributed only 27.2 percent of the total 
power generation by the utilities. Indeed, 
in 1990-91, the most important 
contribution was by the thermal plants 
(70.8 per cent): The atomic power stations 
contributed the balance 2 per cent of the 
power generation. The greater part of the 
system of electricity generation, 
transmission and distribution in 1990-91 
was at a much higher technological level. 
Whereas one MW of installed thermal 
capacity generated only 2,390 MWH of 
electricity, in 1990-91, on the average, the 
same installed capacity generated 4,088 
MWH of electricity. In recent years further 
efforts have been made to improve the 
efficiency of the thermal power-stations. A 
centrally sponsored scheme has been in 
operation for renovation and modernisation 
of thermal power-stations. The cost of the 
scheme is shared by the Centre and the 
States. Since 1987-88, the Central share 
of the cost has been met by the Power 
Finance Corporation. The scheme, however, 
has not progressed with the expected speed. 


H = 1000 kwh (popularly called units) 
on MWH = billion kwh 
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Capacity Utilisation by the Thermal Power- 
stations : The capacity utilisation of a 
power-station is indicated by the Plant Load 
Factor (PLF), which is measured by the ratio 
of electricity generation to its total installed 
generating capacity. The PLF thus 
measures the operational efficiency of the 
plant. The PLF of thermal-power plants has 
shown a rising trend in recent years. It 
rose from 44.6 per cent in 1979-80 to 50.1 
per cent in ‘1984-85 and 56.5 per cent in 
1987-88 but declined to 53.8 per cent in 
1990-91. This setback is being overcome 
to an extent in 1991-92. It must be pushed 
beyond 60 per cent-as soon as possible. 
The PLF varies between different segments 
of the sector. Even in 1990-91, it was 58.1 
per cent in the Central sector of the system 
and 58.4 per cent in the private sector. In 
the State sector, it was; however, only 51.3 
per cent. The PLF had been higher in the 
previous year in all the three sectors, that 
is, 62.2 per cent, 69.5 per cent and 53 per 
cent, respectively. Even within the State 
sector, it varied in 1990-91 from 24 per 
cent for Bihar (SEB) to 65 per cent for the 
Andhra Pradesh SEB. The factors that lead 
to a low plant load factor are low plant 
availability for power generation, that is, 
much of the plant in the station is out of 
order or under repairs or under renewal 
and renovation, short supply of coal, poor 
quality of coal, inadequate demand for 
power, lack of hydro-power to meet the 
peak-hour demand so that a substantial 
part of the capacity is operated only for a 
relatively short peak demand period. All 
such adverse factors need to be overcome 
early enough for each thermal power- 
station. 


Inadequate Power Availability: In spite of 
the progress made in increasing power 
availability taking the country as a whole, ` 
it has always been short of demand by 
varying margins. This leads to various | 
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operational problems such as excessive load 
on the system, low voltage, voltage 
variations, and frequent break-downs. The 
object of the policy should be to develop 
power capacity fast enough to maintain 
power availability ahead of demand. This 
will remove the bottleneck on economic 
development and improvement in the 
quality of life imposed by inadequate 
availability of power. 


Consumption of Electricity : The captive 
power generated by the utilities is for their 
own use and, therefore, does not involve 
transmission and distribution losses of 
energy. However, in the case of utilities 
where power may have to be transmitted 
and distributed over an extensive area, 
these losses were in 1990-91, on the 
average, around 20 per cent. The remaining 
power is distributed among the consumers. 
Over the period 1950 to 1990-91, the 
share of domestic consumers has gone up 
from 12.6 per cent to 16.5 per cent, and 
that. of agriculture from 3.9 per cent to 
26.0 per cent! On the other hand, the share 
of industry has gone down from 62.6 per 
cent to 44.9 per cent, of railway and 
tramway traction, from 7.4 per cent to 2.2 
per cent, of commerce, from 7.5 per cent 
to 6.1 per cent and others from 6.0 per 
cent to 4.34 per cent.. . 


Commercial Losses of the State Sub-Sector : 
The greater part of the State sub-sector of 
the power ‘sector is incurring heavy 


estimates) were Rs 3,517 crores against Rs 
2,825 crores in 1988-89. The total losses 
for the Seventh Plan period (1985-90) have 
been estimated as Rs 11,917 crores. The 
anticipated losses in 1990-91 (at 1989-90 
Tates) were Rs 4,454 Crores! In 1989-90 
(revised estimates) only thé. Andhra Pradesh 
SEB showed a modest profit. All others 
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showed losses. In 1990-91, besides the 
APSEB, the Orissa SEB was also estimated 
to show a small profit. while all others 
anticipated losses.> 

The State Electricity Boards have 
attributed their losses to subsidised (below 
cost) supply of power to the agriculture/ 
irrigation sectors and domestic consumers. 
It is necessary to examine the full extent of 
losses ‘of the Boards and the underlying 
factors for finding effective remedies for 
these. 

The public sector has hitherto held 
almost a monopoly of the power sector. But 
in recent years the door had been thrown 
open to private enterprise. There was, 
however, a weak response. Under the New 
Economic Policy, the door has been opened 
still wider and foreign business is as 
welcome into this sector as Indian 
enterprise. A better response is expected 
this time. 


New and Renewable Sources of 
Energy 


In recent years efforts have been made to 
tap new and renewable resources of energy. 
These are briefly referred to below. 


Bio-energy 


This refers to energy from organism. or 
organic matter. So far the programme to 
tap bio-energy has two components: (i) the 
bio-gas and (ii) the biomass programmes. 


Biogas : Under the National Programme for 
biogas development, biogas plants of 
varying sizes are set up. Initially only small 
plants for family use were set up. 
Subsequently bigger-sized plants for 
community and institutional use have been 
set up. These plants are fed with the animal 
dung and generate gas that burns and 
convert the dung into a useful manure. 
The gas is used for cooking, heating and 


* Economic Survey 1991-92, Statistical Table 1.25, p. S-30 


s Planning ommission, Annual Report on the Working of State Electricit Boards and Electricit 
Ci Si ity i y 
Departments, September 19 90, Annexures 26, 27 and 40 


, 
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lighting. It is thus a good substitute for 
LPG. Over 14 lakh biogas plants had been 
set up in the country till the end of March 
1991 with an estimated biogas generating 
capacity equivalent to about 50 lakh tonnes 
of fuel wood per year and capacity to 
produce manure equal to 5 lakh tonnes of 
NPK (nitrogen, phosphorus and potassium 
as plant nutrients in fertilisers). 


Bio-mass : The biomass programme for the , 


present consists of large-scale cultivation 
of fuel wood, installation of wood-gasifier 
engines for lifting water for irrigation and 
drinking-water purposes, production of 
solid fuel by conversion of agricultural 
wastes into pellets and briquettes, 
production of ethanol and methanol from 
bio-mass, etc. By 1990-91, .848 biomass 
gasifier systems of total 6.4 MW capacity 
had been set up. 


Improved Chullahs: The improved chullahs 
are both fuel efficient and smokeless. They 
save fuel wood and improve the 
environment. By March 1991, a total of 
10.38 million chullahs had been installed 
with a capacity to save 7.26 million tonnes 
of fuel wood per year. 


Solar Energy 


The programme of tapping of solar energy 
has two components : 

Solar-thermal Programme: Under this 
programme solar energy is directly collected 
for use for such purposes as water-heating, 
water-distillation, timber seasoning, etc. 
Over two million solar cookers had been 
sold by 1990-91. 


Solar-Photovoltaic Programme: The 
Photovoltaic cells produce electric current 
at the junction of two substances when 
these are exposed to light. This programme 
is based on using photovoltaic cells for 
conversion of solar light into electricity for 
lighting and other purposes. By 1950-51, 
700 villages and hamlets had been provided 
with solar photovoltaic lighting systems. 
Over 50 village-level solar photovoltaic 


227 


power plants had been installed. The’ 
aggregate capacity of photovoltaic systems 
installed in the country for various > 
applications was about 4 MW. An 
alternative technology for production of 
electricity from solar light is under 
development. 


Utilisation-of Urban Wastes 


It is proposed to utilise urban solid wastes 
obtained from sewage to produce energy. 
This would be combined with sewage 
treatment, which has to be undertaken in 
any case. 


Wind Energy Development Programme 


This programme aims at using the wind 
force as a source of energy. Under this 
programme, by 1990-91, 2,756 wind 
irrigation pumps have been installed and 
generation plants worked with wind force 
with a total capacity of 38.3 MW have been 
installed. in seven States. The power 
generated is fed into the power grids of the 
respective States. 


Programme of Alternative Fuels for 
Surface Transportation 


Twenty-five buses of the Delhi Transport 
Corporation, using a mixture of ethanol 
(alcohol), have been successfully operated. 
The use of ethanol has saved diesel to the 
extent of 14 per cent. Battery-operated 
mini-buses have also been successfully 
operated in Delhi. These programmes are 
being extended to other cities. 

The Indian Renewable Energy 
Development Agency (IREDA) was set up 
in March 1987 with the responsibility for 
development of renewable energy sources. 
The Agency sponsors and finances research 
projects on the subject. 


TRANSPORT 


Transport included railway transport, road 
transport, shipping and inland-water 
transport, pipeline transport and civil 
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aviation. The period since Independence: 


has experienced a marked growth of 
transport as described below. 


Railways 


Railways in 1950-51 


‘The British, in order to exercise and 
maintain à tight control over the vast Indian 
territory and to open up the country as a 
source of food and raw materials for Britain 
and a market for its manufactures had built 
up an extensive network of railways as the 
principal mode of transport. The 
construction of railways provided the 
British with an opportunity for profitable 
investment of funds in India, while the 
railways’ requirements of track materials, 
‘Tolling stock, etc., for construction and 
maintenance purposes created a valuable 
market for the British steel and engineering 
industries. The British held most of the 
top positions in railway managément. Thus 
various considerations had impelled the 
British to undertake large-scale railway 
construction. As a result, unlike most other 
newly independent countries, India 
inherited an extensive network. A part of 
the railway network went to Pakistan. That 
which remained with India covered 53,596 
route km in 1950-51. In that year the 
railways had in service 8,209 locomotives, 
19,628 coaches and 2,05,596 wagons, They 
carried 93 million tonnes of originating 
traffic (or 44.1 billion net tonne-kilometres)® 
and 1,284 million Passengers (or 66.5 
billion passenger-kilometres’). 

The railway system had been greatly 
run down in the two decades before 
Independence on account of the impact of 
severe economic depression in the 1930s, 
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the Second World War 1939-45 and the 
partition disturbances (1947), but there has 
been great improvement in the system over 
the 40-year period ending 1990-91. And it 
continues, 


Railway Development 1951-52 
to 1990-91 


The following have been the main areas of 
investment: 


1. Acquisition of rolling stock (locomotives, 
coaches, wagons, electrical multiple 
units, etc.) 


2. Renewal and strengthening of the worn- 
out.and weak track. 4 

Construction and strengthening of 

bridges. 

4. Establishment and improvement of 
facilities for the manufacture of steam, 
diesel and electric locomotives and 
coaches, thus making it possible, from 
the 1960s onwards, to meet railway 
requirements largely from domestic 
production. 


5. Construction of workshops and 
locosheds for repair, maintenance and 
overhaul of stock and manufacture of 
components like axles, wheel sets, etc. 


6. Execution of works to raise the traffic- 
carrying capacity of lines such as 
doubling of track, remodelling of yards, 
ete. 

7. Improvement of signalling and tele- 
communication facilities and 
construction of safety works so ‘as to 
improve the traffic-carrying capacity of 
busy lines and ensure greater safety in 
operation. 

Electrification and dieselisation of 
Toutes with heavy traffic density, 
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particularly those far away from the 
coalfields. 

9. Conversion of metre-gauige lines! into 
broad-gauge lines to’eliminate delays 
and damage at transhipment points. 

10. Construction of residential quarters and 
amenities for the railway staff. 

11. Provision of amenities to the users of 
railway services such as better 
platforms, retiring-rooms, electric light 
and fans, improved water supply, 
bathing and latrine, facilities, etc. 

12. Construction of new lines particularly 
to meet the needs of basic industries 
and .for transport of minerals. 

13.‘Financial assistance to state road 
transport corporations up to 1983-84 
when this responsibility was shifted to 
the Ministry of Transport and Shipping. 

14. Development of metropolitan transport 
such as the Calcutta metro railway and 
electrification of the circular railway in 
Delhi. 


The massive investment has resulted 
in a large increase in railway route and 
rolling-stock. From the end of 1950-51 to 
the end of 1990-91 the increases have been 
as follows: route-kilometres, from 53,596 
to 62,367; passenger vehicles of all sorts; 
from 19,628 to 38,511; and wagons, from 
2,05,596 tö 3,46,103. There have been 
technological improvements as well in the 
rolling-stock. Diesel and electric locomotives 
have increasingly replaced steam 
locomotives. As a result, the number of 
steam locomotives has declined from 8,120 
to 2,915 while that of diesel locomotives 
has increased from 17 to 3,759 and of 
electric locomotives from 72 to 1,743. New 
types of wagons with much larger capacity 
and designed to move particular 
commodities have been added. Higher 
capacity faster trains have been introduced. 
Container transport, which is a major 
development in transport technology in 
recent years, has been introduced. * 

The improved facilities have made it 
possible for thé railways to handle a much 
larger volume of traffic. From 1950-51 to 
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1990-91, traffic has increased as follows: 
originating traffic (revenue traffic) from 73.2 
million tonnes to 318.4 million tonnes (ie. 
4.35 times); in net tonne-kilometres, from 
37.6 billion to 235.8 billion (i.e. 6.27 times); 
originating passengers (non-suburban) from 
872 million to 1,599 million (i.e. 1.83 times); 
and passenger-kilometres, from 60.0 billion 
to 236 billion (i.e. 3.93 times) By 1990-91,- 
9,968 route kilometres, that is 16.0 per 
cent of the total, had been electrified as 
against only 388 kms or 0,72 per cent of 
the total at the end of 1950-51. Three trunk 
routes, (i) New Delhi-Howrah, (ii) New Delhi- 
Kota-Bombay and (iii) New Delhi-Madras 
had been fully electrified. In 1991-92 two 
other trunk routes — New Delhi-Bhusaval- 
Bombay and New Delhi-Madras were. 
expected to be fully electrified. i 

The Indian railway system is among 
the very limited number of railway systems 
of the world that are run at a profit. In 
most years, the Indian Railways earn a large 
enough gross surplus over running 
expenses to be able to provide for 
depreciation of the fixed assets, pay the 
stipulated dividend to the Central 
Government on its investment and add to 
the Railway Development Fund. A 
considerable part of the Plan expenditure 
of the Railways has been met from their 
own resources, that is, from the 
Depreciation Reserve, Development and 
other Funds built up by transfers from 
traffic receipts. All this has been made 
possible largely. by (i) the heavy density of 
traffic and (ii) frequent hikes in fares and 
freight charges to offset the rise in costs, 

Over the years the Indian Railways 
have built up a high level of expertise in 
railway construction and operation and 
have begun to offer technical and 
managerial consultancy and construction 
services to other countries. The railway 
organisations set up for the purpose have 
won several important foreign contracts 
over the years. The activities of these 
organisations will also help in export of track 
materials and rolling-stock. 
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Required Improvements 


At present, on account of the various 
shortcomings of the railways, road 
transport carries not only short-distance 
traffic but also medium and long-distance 
traffic. The last category of traffic and most 
of the middle category of traffic is actually 
the proper sphere of the railways. The 
railways may try to win back from the roads 
by necessary improvement in its services. 
Likewise, with regard to Passenger traffic 
the proper division of responsibility between 
the roads and the railways is that the 
railways should carry (i) long-distance 
passenger traffic and (ii) high-density, short 
distance suburban traffic in metropolitan 
areas, while road transport should handle 
other short distance traffic. Actually, road 
transport has also been, to a considerable 
extent, carrying medium and long distance 
traffic. The railways may try to win this 
traffic to themselves. These efforts will help 
to economise considerable amount of diesel 
currently being consumed by the bus 
services. 

__ The long-standing problem of inhuman 
crowding in lower class unreserved 
compartments still persists. The rural 
population, which finds it impracticable to 
reserve their second class seat, are the 
biggest sufferers on this account. The 
railways must remedy this intolerable 
situation at the earliest Possible even if this 
has a somewhat adverse impact on their 
finances. In fact, if more convenient services 
are offered; the public may not mind paying 
a little more for railway tfavel. There is 
also the need to further improve the safety 
of railway travel, punctuality of trains and 
the passenger amenities, Particularly on 
branch lines. 

There is need and considerable scope 
for further improvement in railway 
finances. The measures to this end may 
include: 

() increase in fares and freight charges 
on types of traffic which presently 
enjoys a considerable element of 


EVOLUTION OF THE INDIAN ECONOMY 


subsidy, such as suburban traffic and 
long-distance goods ‘traffic in certain 
‘eommodities; 
(i) “attracting additional higher-rated goods 
traffic by improvement in railway 
services as in this case the quality of 
service offered is a greater inducement 
than the lower freight charges offered 
by road transport; 
further improvement, with the 
cooperation of users and the railway 
personnel, in the various indices of 
operational efficiency such as the 
wagon/coach/engine-kilometres per 
day; 
elimination’ of corruption, pilferage and 
wastage from railway construction, 
maintenance and operation so as to 
add to traffic receipts and save on 
capital and running expenditure: 
W) technical and managerial modernisation 
of the railway system; and 
elimination of ticketless travel including 
that connived at by the railway staff. 


The railways are the biggest public 
undertaking in the country employing 
18,31,000 persons (including casual labour) 
as on 1 March 1990. They have’a pivotal 
Position in the Indian transport system. The 
smooth operation of the Indian economy 
and the implementation of the country's 
development plans depend to an important 
extent on the proper functioning of the 
railway system. 


(iii) 


(iv) 


(vi) 


Roads > 


Roads and road transport are the second 
most important component of the national 
transport system. Roads link villages with 
markets, processing towns, and 
administrative and cultural centres, 
thereby bringing them into the mainstream 
of national development. They bring remote 
and inaccessible areas in the border 
regions, hilly regions and those in the deep 
interior of thé country into contact with 
the rest of the country. They help in 
national defence and preservation of 
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internal security by making possible quick 
movement of forces and weapons. 
Under British rule, after the railways 
_ began to be built in the mid-nineteenth 
century, the development of roads did not 
Teceive adequate attention. The situation 
improved, only partially, after the creation 
of the Central Road Fund in 1929, which 
provided a regular flow of funds for road 
development. At the time of Independence, 
India had a very- inadequate road system 
for her growing requirements. The country, 
with a land area of about 3.3 million sq. 
km, had only 3,99,942 km of total road 
length. Of this, the surfaced roads covered 
only 1,57,019 km and the balance 
2,42,923 km, were unsurfaced roads, 
which often became impassable in the 
monsoon months. Even the 19,811 km of 
national highways, the financial 
responsibility for the development and 
maintenance of which had been taken over 
by the Central Government with effect from 
1 April 1947, were mostly in poor shape. 
The position of provincial roads was even 
worse, Very few villages were linked by a 
metalled all-weather road. 

There has been a marked improvement 
in the road system since 1950-51. A large 
road development programme has been 
put through. As suggested by the Nagpur 
Plan for Post-War Road Development 
(1943), the road system has been viewed 
as an integrated national system. The 
objective has been to have due balance and 
coordination between the different 
categories of roads and also between the 
road network and other modes of 
transport. The aim has been to phase the 
road development programme over different 
periods, in accordance with the anticipated 
growth of traffic. 


The Road Network 


From 1950-51 to 1983-84%, the length of 
surfaced roads increased from 1,57,019 km 
to 7,47,003 km (that is 4.8 times) and of 


® More tecent data are not easily available 
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unsurfaced roads from 2,42,923 km to 
8,73,501 km (that is 3.6 times). The road 
network now mainly comprises: (i) national 
highways; (ii) strategic roads; (iii) roads in 
sensitive border areas; (iv) State roads of 
economic and inter-State importance; 
(v) other State roads; (vi) rural roads and 
(vii) municipal roads. The financial 
responsibility for construction and 
maintenance of roads is shared between 
the Central Government; the State 
Governments and the local bodies. The 
Central Government is responsible for the 
above categories (i) to (iii). It also provides 
loan assistance to State Governments for 
construction of roads in category (iv) above. 
The maintenance of the roads in this 
category is the responsibility of the State 
Governments. The Centre also provides 
funds for over/under bridges to replace 
level crossings on railway lines. The 
Central Road Research Institute and the 
Highway Training Institute are also the 
Centre's responsibility. The State 
Governments and the local bodies are 
responsible for other categories of roads. 
There has been a notable improvement 
in the national highways. These now link 
almost all State capitals, connect major 
ports with the hinterland and serve many 
important industrial complexes and tourist 
areas, The total length of the national 
highways has increased from about 
19,811 km in 1950-51 to about 33,600 
km in 1989-90. They are now the hub of 
the road transport system. With about 4 
per cent of the total length of surfaced 
roads, they are estimated to carry about 4 
third of the total mechanised road traffic. 
The improvements of the national highways 
have included provision of missing links 
and bridges, reconstruction of weak bridges 
and culverts, double laning of the single- 
lane stretches, widening of very heavy 
traffic sections to four lanes, strengthening 
of pavement, improvement of low-grade 
sections and construction of by-passes 
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around congested towns. In 1990-91, 5,400 
km pf national highways were still single- 


lane wide or had low grade surface. Around 


15,000 km. required to be widened to 4- 


lanes.to be able to cope with the traffic. , 


Over 200 weak/major bridges required 
reconstruction. Several World Bank projects 
are under way for the improvement of the 
National Highways. These include projects 
for construction of expressways, 4-laning 
of high traffic density stretches, 
strengthening of 2-lane stretches etc. In 
the past, though the funds were provided 
by the Central Government, the 
construction and maintenance of national 
highways Wwere,.undertaken by the Public 
Works Departments, of the States on an 
agency. basis., ‘This 
considered efficient and economical enough. 
The Centre, therefore, set up in 1988 its 
own National Highway Authority for the 
purpose. The change-over to the new 
arrangement might, however, take a 
considerable time. i 

There has been a large, increase in 
the length of State roads. The deficiencies 
in the National Highways are even more 
Pronounced in the State roads though 
some improvements are made every year. 
In the construction and repair of State 
roads, special attention is usually paid to 
the requirements of metropolitan towns 
(those with 10 lakhs or over population), 
industrial and. mining areas, and hilly and 
backward regions. New State roads are 
sometimes taken up for construction under 
pressure from various interests rather than 
on merit. A long-term master plan for the 
development of the road network in each 
State may help the State Governments to 
resist such undue pressures, 


Rural Roads 


Since the Fifth Plan the rural roads have 
been accorded high priority and included 
in the Minimum Needs Programme (MNP). 
The target under this Programme was to 
provide a road link to all villages with a 
population of 1,500 and above, and to 50 


arrangement was not. 
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per cent of the villages with a population 
between 1,000-1,500, by March 1990. In 
the case of hilly, coastal, tribal and desert 
areas which are thinly populated lower 
level targets were fixed. To achieve these 
targets, it was necessary to provide road 
links to about 24,000 villages during the 
Seventh Plan period (1985-90). Actually 
some 16,500 villages were anticipated to 
be provided with a road link by March 
1990. Rural roads were also constructed 
under other programmes such as the 
Rural Landless Guarantee Programme 
(RLEGP) and the National Rural 
Employment Programme (NREP), which 
were merged with the Jawahar Rozgar 
Yojana with effect from 1989-90, and the 
Command Area Development Programme 
(CAD). As a result, there has bedn a 
considerable duplication of effort, lack of 
uniformity and unbalanced development of 
the rural road network. There is need for 
proper coordination among all these 
agencies. i 

In. the’ absence of ’ effective 
arrangements and adequate funds for the 
repair and maintenance of link roads many 
of these are rapidly getting damaged and 
are becoming unusable. This problem 
needs to be taken care of on an urgent 
basis. 


Municipal Roads 


By 1 March 1991 the urban population 
constituted 25.72 per cent of the total 
population. The number of vehicles and 
the volume of traffic are rising fast The 
number of registered vehicles rose from 9 
million in 1984-85 to 11.1 million by 
1989-90, and further to 21.5 million in 
1990-91. But the urban roads are, in 
General, lagging far behind in terms of the 
road length and the quality and state of 
the roads. Most municipal bodies Just do 
not have funds even for proper 
maintenance of the roads, The urban roads 
are, therefore, falling into a sorry state. A 
way must be found to ensure that the 
length and quality of the urban roads are 
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brought up to a level where these may 
handle the rapidly growing traffic more 
satisfactorily. A 

The road network is currently under 
increasing strain on account of growing 
traffic, more so because of a wide variety 
of mechanised and non-mechanised 
vehicles. The poor state of the. roads as 
well as the congestion on these results in 


loss of life and limb in accidents, excessive ` 


wear and tear of tyres and vehicles, 
frequent breakdowns, relatively high 
consumption of petrol and diesel per km, 
incovenient travel and slow movement of 
traffic. The roads need more resources and 
attention than that received by this sector 
in the past. It is also very necessary to 
ensure that the funds made available for 
the development and maintenance of roads 
are spent honestly and efficiently, It is 
necessary to upgrade road construction 
equipment, practices and materials to 
speed up work and to improve the quality 
of roads. Construction and maintenance of 
roads as well as road transport have a 
great scope for employment generation. 
This is an added reason why expansion 
and improvement of the road network, 
from the rural roads to the national 
highways, deserves greater emphasis. 


Road Transport 


' Road transport includes transport of 
passengers and goods. Each has its own 
organisation and problems. The growth of 
the two is, therefore, described separately 
below. 


Passenger Transport 


Commercial passenger transport began in — 


India in the 1920s. There were many small 
private transport operators and they 
indulged in undesirable practices including 
unfair competition with the Railways. The 
Motor Vehicles Act 1939 made a beginning 
towards creating fair conditions of 
competition and ensuring afi orderly 
growth of road transport. The Road 
Transport Corporations Act 1948 provided 
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for formation of road transport corporations 
by State Governments. This Act was 
revised in 1950. It was hoped that these 
corporations would achieve greater 
efficiency and economy than the small 
individual operators. Their large scale 
operation and command of better 
resources, it was believed, would enable 
them to provide workshop and other 
facilities that were necessary for efficient 
service. 

State Transport Corporations/ 
Undertakings have been formed in every 
State/Union Territory. Tamil Nadu and 
West Bengal have several.of them while 
Punjab has a corporation alongside a 
departmental undertaking. In 1990-91, 
there’ were a total of 66 corporations/ 
undertakings. They operated 1,02,000 
buses with an investment of over Rs 3,700 
crores and directly employed over 7,63,000 
persons, and carried about 60 million 
passengers every day. State Road 
Transport Corporations (SRTCs) are 
financed by the. Central and State 
Governments as well as by the banks, Life 
Insurance Corporation (LIC), the Industrial 
Finance Corporation (IFC) and the 
Industrial Development Bank of India 
(IDBI). The Central Government has 


_ recently set up a National Road Transport 


Development Finance Corporation to meet 
the investment requirements of the road 
transport sector, but it does not seem to 
have become operational. 

The Seventh Plan (1985-90) laid 
emphasis on improvement in the physical 
and financial performance of the SRTUs 
mainly by replacement of overaged buses, 
improvement in bus depots and repair and 
maintenance and other facilities, more 
efficient management, and upward revision 
of bus fares. It also looked to a degree of 
private sector participation to take care of 
the growing traffic. The physical 
performance of the SRTUs has, indeed, 
shown considerable improvement during 
1984-85 to 1990-91 in terms of the 
percentage of total buses that are put on 
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the road every day, the kilometres of bus 
route covered per bus/fuel consumption, 
staff productivity per worker per day, etc. 
A major factor for this improvement has 
been the replacement of overaged buses. 
The proportion of overaged buses is 
anticipated to decline from 15.9 per cent 
each in March 1985 to 8.3 per cent each 
in March 1991. Measures to save on fuel 
consumption were adopted There, however, 
still remained wide differences in the 
performance, efficiency and productivity of 
various undertakings. 

The financial performance has 
worsened since 1987-88. The heavy 
incidence of the Motor Vehicles Tax and 
the passenger tax, the higher wage and 
other costs, poor management in many 
cases and the reluctance of State 
Governments to raise bus fares are some 
of the factors responsible for it. In 1989- 
90, only 6 of 66 undertakings earned net 
profits. In 1990-91, the net losses were 
Rs 354 crore against a loss of Rs 220 crore 
in 1984-85. The continuance and increase 
in these losses is adding to the pressure 
for the privatisation of this sector even if 
this may not be welcome to the travelling 
public, particularly low-income groups. 


Goods Transport 


Goods transport is predominantly in the 
private sector. The number of registered 
trucks has increased from 81,888 in 1950- 
51 to 9,01,534 in 1986-87. In order to 
facilitate inter-State through movement of 
goods traffic, a scheme of national permits 
for public carriers was introduced in 1975 
under the 20-Point Programme. Since then 
the number of national permits has further 
increased. A major inconvenience and an 
obstruction to free flow of goods traffic by 
road is the system of octroi. It is a relic of 
the middle ages. While the need for its 
abolition is generally recognised, progress 
in that direction has been very slow. Only 
the State of Gujarat has so far abolished 
octroi. Much quicker progress could be 
possible if the local bodies, which depend 
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heavily on octroi revenue, are provided with 
an alternative source of income. 

Non-availability of adequate finance at 
reasonable terms has been one of the 
major handicaps of the road transport 
industry. Private financiers offer funds on 
very onerous terms. To increase the 
availability of funds for small road and 
water-transport operators (owning in the 
case of road operators, not more than six 
vehicles), they have been treated as a 
priority sector for purposes of commercial 
bank advances. This has substantially 
encouraged the flow of funds to the road 
and water-transport sectors, By December 
1988, the number of borrowers had risen 
to 725 thousand and the loan amount 
outstanding had increased to Rs 2,349 
crores. In the decentralised sector, the 
number of registered goods vehicles had 
risen to 14.79 lakhs by March 1991. 

In the 1980s, the country has made 
rapid progress in mechanised road 
transport. The domestic automobile 
industry has undergone considerable 
expansion, diversification and modernisation 
in collaboration with Japanese and other 
foreign manufacturers. Heavier/faster 
vehicles have been introduced. There is 
urgent need for a matching expansion and 
upgradation of the road network. 


Shipping 

Shipping is important for India because the 
country has a long coastline of 5,560 km 
and a large overseas trade. In the absence 
of an adequate mercantile fleet of her own 
the country would annually suffer a large 
outflow of foreign exchange by way of 
freight charges on Indian exports and 
imports, and also Indian exporters and 
importers would be handicapped in their 
efforts to increase their share in India’s 
total overseas trade. A merchant fleet is 
also important for national defence. It 
could serve as a training ground for the 
navy. In times of war, it could help to 
maintain essential imports and to move 
men, equipment and supplies. 
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Ocean-going Shipping 


Since Independence India has developed 
a modern merchant fleet virtually from 
scratch. Early in 1951, there were 73 
ships of 0.22 million GRT engaged in 
coastal trade and 24 Indian-owned ships 
of 0.17 million GRT engaged in the 
overseas trade. More than half the coastal 
fleet was over twenty years old. Since 
Independence efforts have been made to 
build up the shipping fleet. At the end of 
December 1991 the country had a fleet 
strength of 415 vessels of 5.94 million 
GRT. It included tankers, liners and bulk 
cargo carriers, some of them of very large 
capacity. The public sector owned about 
50 per cent of the tonnage and the balance 
was held by private companies. The fleet 
carried 35.6 per cent of the total sea-borne 
trade of 110.35 million tonne in 1990-91. 
The fleet has some serious deficiencies: a 
considerable proportion of overaged ships; 
high operational costs; lack of specialised 
ships; too few container and cellular ships; 
inadequate support facilities for ships for 
quick loading and unloading at the ports; 
repair of ships, etc., and unimaginative 
ways of financing acquisition of ships. 
Efforts are continuing to overcome the 
above deficiencies. 


Coastal Shipping i 


India's long coastline of 5,560 km should 
provide a considerable scope for 
development of coastal shipping, more so 
because it shows a lower energy 
consumption per tonne-kilometre carried 
compared to the alternative modes of 
transport and should be particularly 
suitable for movement of bulk commodities 
like coal, salt and cement. The coastal 
trade is reserved for Indian ships since 
1950. Nevertheless, coastal shipping. 
however, has not had a significant and 
steady growth. Several factors have 
hampered it. These include: (i) high 
maintenance and operating cost on 
account of overaged vessels: (ii) Tow 
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charges by railways on’ bulk commodities 
over long distances, thus offering 
competition to shipping; (iii) the coastal 
ships that carry coal from the east coast 
to the west coast have nothing to carry 
on the return voyage; (iv) holding up of 
ships for long periods at the minor ports 
on account of lack of mechanical facilities 
for loading and unloading of cargo and 
cumbersome customs and port procedures. 
It has been estimated that the ships spend 
70 per cent of their time at the ports. In 
order to facilitate growth of coastal shipping 
it is necessary to remove the above 
constraints and difficulties. 


State Encouragement to 

Indian Shipping j 

The Government had in the past promoted 
the shipping sector by large financial 
assistance, preferring the Indian ships for 
movement of Government cargo, 
establishing a ship-building industry in the 
public sector, granting subsidy on the 
acquisition of ships from the domestic 
shipyards to offset the higher cost of the 
ships built there, supporting the public. 
sector Shipping Corporation of India to 
expand its fleet, and building up adequate 
facilities for the training of officers and 
men for the merchant fleet. t 


Navigational Aids 

Lighthouses and light ships to indicate 
submerged rocks and other dangers are 
an essential service for the safe movement 
of shipping. The Central Government bears 
the responsibility for setting up and 
maintaining these and other navigational 
aids. It meets the expenses by levying a 
small fee per tonne on shipping entering 
and leaving Indian ports. 


Ports 


The ports provide the gateways to India’s 
imports and the outlets for its exports. 
These also facilitate the country's coastal 
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trade. In the period since Independence 
development of port facilities has mostly 
kept pace with the growth of the country’s 
foreign trade, though occasionally capacity 
shortages have been felt for handling 
particular types of cargo. At some ports, 
particularly Bombay and Madras, there 
has often been congestion and lengthy 
detention of: ships which hampered free 
flow of imports and exports. 


Major Ports ; T 


After partition India was left with five major 
ports, namely, Calcutta, Bombay, Madras, 


Cochin and Visakhapatnam. In 1950-51, | 


these ports handled a total of 19.2 million 
tonnes of shipping cargo which closely 
approached their total capacity of 20 
million tonnes. Since Independence seven 
more major ports have been added, three 
newly built (Kåndla in Gujarat, Haldia near 
Calcutta, and Nhava Sheva near Bombay) 
and three upgraded from minor ports 
(Paradip in Orissa, Tuticorin in Tamil Nadu 
and Mangalore in Karnataka. Marmagao 
was added after the liberation of Goa. 

The major ‘ports, old and new, have 
been - expanded, re-equipped and 
modernised from time to time to meet the 
growing and more difficult demands on 
them, Dredging facilities for ports provided 
by the public sector Dredging Corporation 
of India are being augmented. Ship repair 
facilities at ports have been built up and 
expanded. The expansion, modernisation 
and re-equipment of major ports has been 
financed partly from the resources of the 
port trusts themselves which administer 
the ports but largely from the Central 
Budget. The various improvements have 
raised their cargo handling capacity to 
163.5 million tonnes in 1990-91. They 
actually handled 152.6 million tonnes in 
1990-91, comprising mainly POL, 65.8 
million tonnes; iron ore, 31.9 million 
tonnes; coal, 19.9 million tonnes; fertilisers 
and raw materials, 7.7 million tonnes; 
containerised cargo, 7.9 million tonnes; 
and all other cargo, 19.4 million tonnes. 
Pa 


‘Islands and Laccadive, 
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Some deficiencies, however, still remain, at 
least in some ports, These include: inability 
or inadequate ability to handle vessels of 
higher capacity and deeper draught 
increasingly used in international trade, 
inadequate capacity to handle the growing 
container traffic, low productivity dock 
labour and equipment, averaged equipment 
and excess manpower. 


Minor Ports 


There are 139 minor ports, With their 
limited facilities and hinterland, these ports 
serve mainly the needs of coastal shipping. 
In coastal areas which lack rail and 
convenient road facilities, the minor ports 
are also used for passenger traffic. They 
could provide bases for the development 
of deep-sea fishing. They could also make 
available supplementary port capacity for 
use whenever there is congestion at major 
ports. Minor ports have been developed in 
outlying islands like Andaman and Nicobar 
Minicoy and 
Amindivi Islands to connect them’ with the 
mainland. The minor ports have thus a 
role to play in the development of port 
facilities in the country. The development 
of these ports, excluding the ports in 
outlying islands, is the responsibility of the 
concerned State Governments with loan 
assistance from the Centre. 


Inland Water Transport 


Inland Water Transport (IWT) was an 
important mode of transport in India up 
to the mid-nineteenth century. Since then, 
on account of the growth of rail and road 


Currently its 
is negligible 


the lower stretches of the Ganga, canals, 
the backwaters of Kerala, Goa (for loading 
iron ore on ships) and the deltas of Krishna 
and Godavari, The Inland Water Transport 
Authority of India was set up in October 
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1986 to work out coordination and follow 
up. the development programmes for IWT. 
It is assisted for specific projects by the 
Centre. Inland water transport is unlikely 
to be an important mode of transport in 
this country. Its utility will remain limited 
mainly to goods transport in a few areas. 
Slow speed is a crucial weakness of this 
mode of transport even in relation to goods 
transport. í í r: 


Civil Aviation 


Aviation is the fastest mode of transport, 
It is particularly suitable for long distances 
and on routes which involve difficult 
terrain. Air transport can render valuable 
service in relief operations connected with 
natural calamities. In an emergency the 
civil aviation facilities, personnel and 
organisation can be utilised to support the 
defence forces. India has favourable 
conditions for the development of. internal 
and international air transport. The vast 
distances and good flying conditions make 
it’a suitable ‘mode of’ transport for the 
growing number who can afford it or who 
can travel by air on public or business 
account, The fact that India is located on 
the air routes between the, East and the 
West puts it in an advantageous position 
to develop its own air services. It also puts 
on this country an obligation to maintain 
ground services, of the prescribed standard, 
for the use of international: air services. 

Independent India has built up its civil 
aviation virtually from scratch. The nine 
private companies that had been granted 
licences for the operation of internal air 
services by 1949 were soon in a very 
unsatisfactory position. To remedy the 
situation, air services were nationalised in 
1953, and two air corporations,’ namely, 
Air India International (for international 
services) and the Indian Airlines 
Corporation (for domestic sérvices) began 
to operate from August 1953. Over the 
period since nationalisation, civil aviation 
has’ made much progress. | _ 

From 1950-51 to 1990-91 the number 
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of aerodromes/airports has increased to 91 
(including five international airports). The 
management and development of the 
international airports at Bombay, Delhi, 
Calcutta and Madras, and since 1991 also 
that of Trivandrum airport, which handle 
a large proportion of the domestic flights, 
and most of the international services, has" 
been entrusted to the International Airport 
Authority of India (IAAI) set up’ in the 
public sector in 1972. The Authority also 
provides consultancy services to foreign 
countries and organisations in airport 
planning, design and construction and 
management. Other civil aerodromes/ 
airports are the responsibility of the 

National Airports Authority of India (NAAI) 
which began to operate in June 1986. 
There have been big improvements in the 
airport equipment and facilities at the 
international airports, particularly at 
Bombay and Delhi, to bring them up to 
modern standards and to relieve congestion 
by constructing new international terminal 
complexes. There has) also been 
considerable : improvement «in ' the 
aerodromes/airports' under the charge of 
National Airport) Authority of India to 
enable them to receive high speed and ` 
large-capacity aircraft and to ensure safe 
air travel. 

- Two new airlines have been added, 
namely, Vayudoot and Pawan Hans. 
Vayudoot was formed in January 1981 to 
connect inaccessible areas in the North- 
Eastern Region with the rest of the 
country. Later it spread its operations to 
other parts of the country as well. It 
operates to sfations-not touched by Indian 
Airlines. In ‘1990-91, in order to provide 
uninterruped service and to improve its 
financial performance, the number of 
stations onthe operational network was 
reduced: from 105 to 55 stations, In 1991, 
the’ Vayudoot was operating to only 
45 stations. Vayudoot has also started the 
ultra fast courier service, which carries 
urgent and important documents to 
45 stations. The Pawan Hans had its origin 
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in the Helicopter Corporation of India set 
up in October 1985. The name was 
changed to’ Pawan Hans in October 1988, 
It provides helicopter service Support to the 
Oil and Natural Gas Commission and 
facilities for movement by helicopter within 
big cities from one point to another. It also 


operates regular and other services to. 


inaccessible areas and difficult terrain. 

_, There has been modernisation and 
standardisation of 
low. capacity, propeller-driven planes of 


yester-years have been replaced entirely by 


from 31.9 in 
1950-51 to 2,313 in 1989-90, and on 
domestic routes, from 53.5 in 1950-51 to 
1,186 in 1989-90, The targets for 1990- 
91 were 2,439 and 1,368, respectively. 
Further expansion in capacity continues 
from year to year. This has made possible 
big increase in passenger and goods traffic 
and transport of mail. i 

After an initial Period, the two air 
corporations have been Showing, in 
general, fairly Satisfactory financial 
performance and are financing their 
development Programmes largely, often 
even entirely, from their own resources, 
that is, from internal resources and 
external credits, with very limited support 
from the Budget. The generally satisfactory 
financial performance of Indian Airlines 
may be attributed largely to its monopoly 
of the growing domestic air traffic on the 
routes operated by it as its operational 
efficiency leaves much to be desired. On 
the other hand, the generally reasonable 
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profits earned by Air India, which operates 
in conditions of severe international 
competition, largely reflect its operational 
efficiency and the quality of service 
provided by it. Air India ranks among the 
better airlines in the world. It must strive 
hard all the time to improve its efficiency 
and services to maintain and improve its 
Position in the face of stiff competition. 
Vayudoot and Pawan Hans, however, 
continue to make losses. The International 
Airport Authority of India has shown good 
financial performance. The National Airport 
Authority of India may also be expected 
to show Satisfactory financial results. 
The Hotel Corporation of India,a 


‘subsidiary of Air India, was set up in July 


1971. It has set up four five-star hotels at 
Bombay, Delhi and Srinagar and flight 
kitchens at Bombay and Delhi. It has also 
set up a hotel company in partnership 
with a Japanese club which would be 
constructing two Japanese-style hotels for 
Buddhist Pilgrims from Japan. The 
activities of the Corporation are meant to 
attract more international tourist traffic for 
Air India. 

The Indira Gandhi Rashtriya Uran 
Academy (IGRUA) has been set up to train 
commercial pilots. The ground training of 
Pilots at the Academy started from June 
1986 and the flying training from 
September, The Academy has acquired 
aircraft and other training aids. The cost 
of development ‘and operation of the 
Academy is contributed entirely by Air 
India, Indian Airlines and Vayudoot. 


Pipeline Transport 


Pipeline transport has the advantage of low 
€nergy consumption, low transit losses and 
low overall Tunning cost. It could be a 
more economical mode of transportin the 
case of certain commodities over those 
stretches where more or less continuous 
traffic for a long Period was anticipated. A 


under implementation in India for 
transport of crude oil, petroleum products 


INFRASTRUCTURAL DEVELOPMENT 


and natural gas. The crude oil pipelines 
carry Assam crude oil to Guwahati (Assam) 
and Barauni (Bihar) ’refineries, and 
imported crude oil from the west coast of 
Koyali (Gujarat) and Mathura (Uttar 
Pradesh) refineries and from the east coast 
to Barauni refinery. The crude oil to the 
proposed Karnal (Haryana) refinery will be 
carried by pipeline from Viramgam. The 
product pipelines carry petroleum products 
from Barauni refinery to Kanpur (Uttar 
Pradesh), from Mathura refinery to Delhi, 
Ambala (Haryana) and Jalandhar (Punjab), 
and from Bombay refineries to Pune 
(Maharashtra). The Indian Oil Corporation 
(IOC) has built up an extensive network 
of crude oil and petroleum product 
pipelines. 

A big 730 km pipeline, the Hazira- 
Bijapur-Jagadishpur (HBJ) pipeline, has 
been built to carry west-coast natural gas 
for gas-based nitrogenous fertiliser plants 
in Madhya Pradesh, Rajasthan and Uttar 
Pradesh and other users including gas- 
based power-stations. A new company, the 
Gas Authority of India, was set up in 
August 1984 to construct and operate this 
pipeline. The company is planning and 
building gas plants elsewhere also. 
Pipelines may also be built in the south 
for the utilisatiory of the large natural gas 
reserves discovered there in recent years. 
A pipeline has also been laid for the 
movement of iron ore in slurry form (that 
is, as a mixture of fine iron ore and water) 
from Kudremukh (Karnataka) iron ore 
mines to Mangalore (Karnataka) port. If the 
feasibility of the movement of coal in slurry 
form from pit-heads to thermal power 
stations could be established, the way 
would be open for rapid progress of 
Pipeline transport. 


Coordination of Modes of Transport 


Different modes of transport suit different 
conditions of traffic. When speed is the 
overriding consideration, distances are long 
and the terrain is difficult, air transport is 
the most suitable mode. If, on the other 
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hand, traffic is heavy, distances are long, 
terrain is easy (for example, level ground 
without too many rivers, canals, etc., 
requiring bridging), railways are the 
obvious solution. If the distances are short 
or medium and door-to-door delivery is 
required, or careful handling is an 
important consideration, road transport 
would be preferable. If the point of origin 
and destination are both on the coast, and 
cost and not the speed of transport is the 
overriding consideration, coastal movement . 
maybe the answer. And so on. The 
objective of policy should be to ensure that 
the transport network so combines the 
different modes of transport as to carry 
the available volume, type and pattern of 
traffic with a minimum investment and 
running cost. In other words, there has to 
be a systems approach to the development 
of the transport network where the 
different modes of transport are viewed as 
complementary and supplementary to one 
another and the objective is to achieve a 
minimum cost set-up of the whole 
transport system. 5 

The problem of inter-modal transport 
coordination in India is essentially that of 
coordination of railway transport with other 
modes of transport, principally ‘rail and 


road transport, rail and air transport, rail 


and coastal ship transport and rail and 
pipeline transport. The problem is 
coordination is made more difficult by the 
fact that the various modes are operated 
by different agencies. The Central 
Government runs the railways and its 
companies run the airlines and the 
principal facilities for internal water 
transport in the north-eastern region; the 
State Government agencies carry about 
one half of the road passenger traffic; and 
the private organisations handle goods 
transport, about one-half of the road 
passenger traffic and the coastal fleet. In 
this situation, a number of devices are 
employed to ensure necessary coordination 
between the railways and the other modes 
of transport. These include the following: 


240 


(i) the Central Government participates 
(previously through the and since 
1983-84 directly) in the State Road 
Transpdrt Corporations so that the centre 
may have an influence on the pattern of 
development of bus services in the States. 
(i) Proposals for new railway lines are 
carefully examined with regard to their 
Justification in relation to other possible 
modes of in the area. (li) The 
bus routes are licensed by the State 
Transport Authority. (iv) The Central 

t influences the cost of road 


system. In all these 
ways, the Central Government tries to 
bring about a proper combination of 
different modes of transport. 
Coordination of different modes of 
transport po pk not aim at complete 
elimination of competition among them. A 
certain degree of competition must be 
preserved to stimulate 
operational efficien 
the users. What 
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Developed communication facilitiés are an 
essential requirement of modern times, 
Political life, public national 

, business management, agricultural 
and other extension services, advanced 
educational techniques, -advertising 
industry, entertainment activities, the press 
and even the conduct of Personal affairs, 
all call for ever more efficient means of 
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communication. In this area, there have 
been revolutionary technological advances 
in the world’in the post-war period, 
particularly in recent decades. Though 
India, for want of sufficient financial and 
technological resources, has not been able 
to keep pace with the advanced countries 
in the development of communication 
facilities, it has made considerable progress 
in this area and is now poised for major 
advance in the near future. 


Postal Services 


` India has ‘the largest number of post offices 


in the world. In the post-Independence 
period, the Central Government has sought 
to develop the postal network, not only for 
the communication facilities but 

also as a means of promoting national and 
real integration, rural development, 
employment, small savings and rural 
industries. By the end of 1989-90, there 
were over 147 thousand post offices, of 
which 131 thousand was in the rural 
areas and over 16 thousand in urban 
areas. An average post office served 4,607 
Persons and 22.10 sq. km of area. The 
objective is to ultimately have a post office 
within three kilometres of a village. Thus 
special attention has been paid to the 
pment of postal facilities in rural 


+ areas. Postal counter facilities through 


mobile post offices to serve villages that 
have no regular post office are being 
expanded. While the increase in traffic has 
been impressive, there is considerable 
room for improvement in the quality of 
Services provided. In some respects such 
as attitude to customers, staff discipline, 
transit time and the frequency of delivery 
in towns, there have been frequent 
complaints of deterioration in service. in 
recent years. For speeding up mail 

the post office introduced the 
Speed post service in August 1986. Since 
its inception the service has shown growth. 
The number of speed post services had 
grown to 60 by 1990-91. It secured a 
revenue of Rs 13.60 crores in that year- 
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High technology Iš being introduced with 
emphasis on computerisation, networking 
of electronic mail and money transfers, 
mechanised sorting of mail, better quality 
seals and stamps etc. This is expected to 
result in new facilities, better customer 
service, more efficient money order and 
savings bank service and improvement in 


year (Rs 255 crores in 1991-92 revised 
estimates). Efforts are being made to eliminate 
the loss by improvement in revenue receipts 
and economy revenue expenditure. 


Telegraph Service 

Telegraph facilities, also provided by the 
post office, have greatly expanded since 
1950-51. A large proportion of the new 
telegraph offices that have been set up in 
recent years have been in rural areas. 
There are, however, growing complaints of 
unduly long transit time and irregular 
delivery. 


Telecommunications 


The telecommunication facilities have 
greatly expanded since 1950-51. The 
number of directly connected telephones 
had increased from 1.7 lakhs in 1950-51 


around 46 lakhs. But the demand far 
exceeds availability. The number of people 
on the waiting list was 93.55 lakhs at the 
end of December 1991 and the number 
had been in from year to year. The 


National Subscriber Trunk Dialling (STD) 
facilities which enable a person to dial 
directly to another station within the 
country just as he dials to a local number 
has been introduced and by early 1991 
was available to about 825 ‘stations 
International Subscriber Dialling (SD) was 
available to 170 countries by early 1991. 


MI 


This enables a person to dial directly to a 
number in any of the connected conystrios 
The FAX (facsimile) service has been 
introduced. It enables immediate’ 
transmission of a whole page containing” 
written materials, figures, diagrams. pictures ’ 
ete. to different locations within or outside” 
the country by means of à FAX machine 


attached to a line, The telex 
service has y expairder 
The te tions (6 foreign 
countries has greatly expanded and he» 
improvement 
The telephone service is being extended 
to rural areas areas. It in 


eastern regions by 
ultra high frequency (UHF] systems 
satellite communication 


To facilitate rapid expansion and 
uj 


changes 
telecommunication services. (except 
telegraph services) in metropolitan citjes of 
Delhi and, Bombay ‘were trarssferred. ys ead 


company the Videsh Sanchar Nigam. 
Limited (VSNL). The Centre for 
Development of Telématics (C-Dot) has 
been set up for research and development in 

The tions 


telecommunications. t 
service, unlike the postal service, has been 
yiekling large surpluses since, 1986-87. to 
the two public..sector organisations, the 
Department of Telecommunication and the 
Videsh Sanchar Nigam. They are, therefore, 
able to finance the further expansion and 
improvement of their services largely and 
even wholly by their internal resources. 
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In order to achieve expansion of 
telephone/telex services with. minimum 
expenditure of foreign exchange, the Indian 
Telephone Industries (ITI) has been set up 
in the public sector to manufacture 
telephone equipment. It has units at 
Bangalore (Karnataka), Rae Bareli (Uttar 
Pradesh) and Palghat (Kerala). Another 
public sector concern, the Hindustan 
Teleprinters, undertakes production of 
teleprinters at Madras. But the output of 
these units has been short of demand all 
the time. As a result there has 
accumulated a large backlog of demand 
for telephone and teleprinter connections, 
In order to reduce this backlog and relieve 
heavy congestion in the telephone/ 
teleprinter network, domestic production of 
telecommunication equipment is being 
stepped up and efforts at updating 
technology are being intensified. The 
Central Government announced in March 
1984 that the vast and expanding field of 
telecommunication equipment would be 
thrown open to private enterprise, The 
private sector has been permitted to 
manufacture telephones, electronic private 
automatic box exchanges (EPABX), 
teleprinters, facsimile equipment, data 
communication terminals, etc. ; 

As important as the expansion of the 
telephone system is the need for a rapid 
and significant improvement in the quality 
of the service. Few other public services 
have provoked as much, and as persistent, 
public criticism and protest as this service. 
The complaints include dead or out-of- 
order telephones frequently and for long 
periods, very tardy action on complaints 
of fault, connection with wrong numbers, 
discourteous operators, malpractices in 
regard to long distance calls, frequent 
disconnection in the midst of 
conversations, corruption in every aspect 
of public dealing, over-billing and the like. 
There has been some improvement in the 
Service in recent years, particularly in 
Delhi and Bombay, but much more is yet 
required. The telephone service must strive 
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for the standard of efficiency observed in 
the advanced countries, 


Sound Broadcasting 


The sound broadcasting system is run by 
the All India Radio (AIR) which came into 
being in 1935. Immediately after partition, 
India had six radio stations covering a 
population of 32.6 million, that is, 10.6 per 
cent of the total mid 1947-48 population. 
The broadcasting stations run by the 
former Princely States were transferred to 
AIR in April 1950. i 
By March 1989, the broadcasting 
system had greatly expanded. It had a 
network of 92 broadcasting centres that 
covered 84 per cent of the country’s area 
and 95 per cent of the total population. 
The system is also being upgraded in 
technology. Besides setting up high power 
medium- and short-wave transmitters, very 
high frequency transmitters have been 
introduced to provide disturbance-free 
transmission. Some medium wave 
transmitters are being replaced by FM 
transmitters New studies are being added 
and their facilities and equipment 
improved. Measures have been taken to 
increase the utility of broadcasting as a 
medium for information, education, 
entertainment, weather warning and 
Promotion of national integration. 
Sound broadcasting has made notable 
progress since Independence in 
quantitative and technological terms. 
However, the AIR, in regard to the 
efficiency of its services, particularly the 
quality, variety and timing of its 
programmes, has yet to go quite some way 
before it attains the standard comparable 
to the world’s best. The service is incurring 
a substantial annual revenue loss due, 
among others, to the abolition of the 
annual licence fee, The loss is met out of 
the Central Government's general revenue. 


Television 


Television was first introduced in India at 
Delhi in 1959 on an experimental basis. 
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It remained limited to Delhi for the next 
10 years. Two stations, Bombay and 
Srinagar, were added during the fourth 
plan (1969-74) and another four stations 
during the fifth plan (1974-79). By the 
close of the 1970s television covered only 
about 17 per cent of the population. 

The Asian Games in November 1982 
gave a great fillip to TV development. 
Colour television was introduced. A 
national TV programme, ‘shown 
simultaneously from all TV stations,was 
launched on 15 August 1982. A special 
plan for the’ expansion of TV network was 
launched. There has been rapid progress 
in the 1980s. Doordarshan currently 
provides a three-tier service; (i) a national 
programme for the whole country with 
Delhi as the main production centre 
drawing programmes also from other 
centres; (ii) a primary service for each 
major State, generally in the language of 
the State, telecast from the State itself, and 
(iii) a local service through local 
transmitters. An extensive programme, 
including construction of new TV centres, 
high and low power transmitters and 
Programme production centres, addition of 
a second channel at Delhi, Bombay, 
Madras and Calcutta, replacement of black 
and white equipment by colour equipment, 
facilities for the relay of the primary service 
with satellite help and other items, has 
been under way. By March 1990, the 
country had a total of 519 TV transmitters, 
including a large number of low and very 
low power transmitters, mostly installed in: 
1989-90 in remote, hilly and far flung 
areas having low density of population and 
Some other important areas which were 
not receiving TV service earlier. The 
population coverage by the TV service had 
thus been increased. Further expansion of 
the services and coverage is continuing. 
There has also been a marked 
improvement in the quality and variety of” 
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the TV programmes. Further improvement 
is urgently required if Doordarshan is to 
meet successfully the recent challenge of 
cable TV network. The expansion and 
qualitative improvement of the TV network 
has touched off rapid growth of the TV 
manufacturing industry, though yet it is 
heavily dependent on imported components. 


Communication Satellites 


The Indian National Satellite (INSAT) 
programme has been designed with the 
objective of strengthening long-distance 
telecommunication (radio, telegraph, 
television) links with various cities and 
remote areas by means of a 
communication satellite to which are linked 
the earth stations sited at locations desired 
to be linked. Till INSAT was in position, 
the seven earth stations commissioned in 
November 1980 were connected to 
INTELSAT (International Telecommunication. 
Satellite) the communication facilities of 
which had been leased in part for the 
purpose. 

INSAT-1A which was launched and put 
into orbit in 1982 failed to become 
operational because its solar panel (the 
arrangement to make use of solar energy 
to supply power to the satellite) failed to 
open up. However, INSAT-1B was put into 
orbit in 1983 and commissioned 
successfully. This made it possible to link 
the country’s TV stations. The pictures of 
cloud formation covering half the 
globe including India and the surrounding 
oceans, sent by INSAT-1B made possible 
more accurate weather forecasts. INSAT- 
1C was successfully launched in July 1988 
but an electrical short in one of the two 
solar panels put it out of action. It is, 
therefore, operational only partially. INSAT- 
1D was due to be launched in April-May 
1989. The launch was, however, 
postponed. These developments gave a 
considerable set-back to the programme. 
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Contribution of Transport and 
Communications to Economic 
Development 


Improvement in transport and 

communications has contributed to the 

development of the Indian economy and 

society in a variety of ways: j 

l. By facilitating movement of products 
between different regions, it has 


enabled each región todncreasingly ” 


concentrate on economic activities for 
whichiit is best'suited, thus helping to 
bring about a more efficient utilisation 
of national resources. 

2. By creating an expanding and a more 
integrated domestic. market, it has 
stimulated trade and manufacturing 
industries and” given a powerful 
stimulus to banking. The Possibility of 
simultaneous occurrence of scarcities 
of foodgrains and other essential 
goods in some parts of the country 
and of gluts in others as experienced 
iin the past has beenvlargely eliminated: 

3 Favourable conditions have been 
created for the, growth of beneficial 
trade and economic relations with 
foreign countries. a í 

4. Conlectign al ‘spread of ‘all kinds of 
essential information has been 
facilitated. 

5. The way has’ béen opened up for the 
evolution and adoption. of new 
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educational techniques that are needed 
to wipe out mass ‘illiteracy and to 
communicate effectively-to students and 
others the rapidly~expanding body of 
knowledge in various fields. 
Adoption of modern management 
techniques which- are essential for 
efficient management of large-scale 
business units, but which crucially 
depend on the availability of fast and 
reliable communications has been 
made considerably easier. 

Creation of mutually beneficial inter- 
dependence among the different regions 
of the country, and growing contacts 
among their people, which provide them 
with opportunity for exchange of ideas 
and experience and to appreciate the 
country’s varied and rich cultural 
heritage, have been factors for national 
integration. 

Improved capability for rapid transfer 
of men, materials and information has 
facilitated administration and 
preservation of internal security and 
added to the country’s defence potential. 
Means have increasingly become 
available for mass entertainment and 
education. Sophisticated entertainment 
is no longer the exclusive privilege of 
the few in the upper strata. Art 
increasingly meets the needs of the 
people and thus has gained a new 
purpose and inspiration. 


EXERCISE 


1i tt 


l. Explain the term ‘infrastructure’, Mention its principal components. Diseuss its 


importance in. the development and operation 
2. What are the principal sources of energy in I 


of the economy. 
india ? 


Point out the role of coal as a source of commercial energy in India. Give an idea of 


the development of coal production in 


the country. Mention its principal consumers. 


4. Write a note on the development of lignite production in India. 


5. Describe the progress made in the de 
Independence India. Mention the princi 


velopment of crude petroleum in- post- 
pal production regions. 


INFRASTRUCTURAL DEVELOPMENT 


25. 


26. 


Write notes on: (i) development of petroleum refining; and (ii) the current oil situation 
in India. 

Describe the progress made in natural gas production in India. What are the future 
prospects ? ri 

Point out the role of ‘natural gas’ as a source of energy in India. 

Describe the progress made in electricity development in the post-Independence period. 
What is the present situation with regard to the availability of electricity in relation 
to the demand ? 

Point out the principal difficulties with regard to faster progress of hydro-electric 
development. Suggest remedies, if any. 


. Write a note on, the principal new and renewable sources of energy and the progress 


in developing these in India. 


. Describe the state of the railways at the time of independence. Give the major directions 


of improvement in the railway system since the beginning of planning. 

Mention the present deficiencies of the railways. Suggest improvements. 

Describe the state of the road system in 1950-51. Give an account of the expansion 
and improvement of the system since then. 

Describe the development of state passenger transport services since 1950-51. Suggest 
measures for improvement. 


. Describe the difficulties faced by goods transport and the measures that have been 


taken to overcome these. 


. Bring out the importance of a merchant fleet for India. Briefly describe the growth of 


India’s ocean-going shipping since Independence. 


. Describe the role of coastal shipping in the Indian transport system. Indicate the 


measures needed to fulfil this role. 


. How has the Central Government been assisting the development of the Indian 


merchant fleet ? 


. Describe the development of major ports since Independence. 


Give the importance of minor ports and their development since Independence. 
Why is’ India considered to have good potential for the development of civil aviation ? 
Describe its development since Independence. 


. Describe the development of pipeline transport in India, 
. Explain the need for coordination of different modes of transport. Mention the measures 


that have been adopted for this purpose. 
Write notes on the development of the following: means of communication in India; 
the telephone system; sound broadcasting; television; communication satellites. 


Describe the contribution of transport and communications to the development of 


Indian economy. 
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Human Resources Development 


` PEOPLE are both the end and the means of 


economic development. Economic 
development must be for the sake of the 
people to provide them with a better, fuller 
and a more secure life. But economic 
development also depends upon the people, 
on their capacity ard willingness to produce 
more and better, and to save and invest. 
Improvements in food, education, health, 
housing and environment are important 
because they not only contribute directly 
to a better life but also, by raising labour 
productivity, create conditions for larger 
production and fuller life. These 
improvements are thus crucial to the 
development of men and women as a 
resource for economic and social progress. 
Food has been discussed in Chapter 14. 
Improvements in education, health and 
housing have been outlined in this 
chapter. 


EDUCATION 


Education is a key factor in socio-economic 
development. A rational educational system 
produces the skilled and trained personnel 
needed by the economy and society; 
promotes science and technology and, even 
more important, a scientific outlook; 
increases the receptivity of the population 
to modern ideas and improved techniques, 
and enlarges their mental horizon: 
promotes increased participation of citizens 
in the affairs of the country; stimulates 
creative faculties; builds up human 
capacity for appreciation of art and 


literature; results.in greater awareness of 
available opportunities and mobility of 
labour; generates national and 
development consciousness; meets cultural 
needs and develops human personality. 


State of Education in 1950-51 


At the time of Independence education was 
at a very low level of development. This is 
brought out by the following facts about 
the situation in 1950-51. 


Enrolment 


Enrolment in Classes I to V was only 43.1 
per cent of the total number of children 
in the age-group 6-11; 60.6 per cent for 
boys and only 24.8 per cent for girls. In 
the age-group 11-14 (corresponding to 
Classes VI to VIII), the average enrolment 
was 12.9 per cent: boys, 20.6 per cent and 
girls 4.6 per cent. The enrolment in high/ 
higher secondary schools (Classes IX to XI) 


` was a mere 5.3 per cent of the age group 


14-17: boys 8.7 per cent; girls, 1.5 per 
cent. Only 0.33 per cent of the age-group 
17-23 were receiving university education. 
Girls formed just 10.4 per cent of the 
university level students. 


Teachers 


In primary schools, on an average, there 
was one teacher for 34 students. In middle 
and high schools the teacher-student ratio 
was 1:25. The fact that there were too 
many students per teacher affected the 


ee 
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quality of teaching and ruled out attention 
to individual students. At the school stage, 
particularly at the primary stage, women 
are considered more suitable teachers. But 
in 1950-51 only 15 per cent of the primary 
school teachers and 16 per cent of the 
middle and high/higher secondary school 
teachers were women. As many as 41.4 
per cent of the primary school teachers 
and 46.4 per cent of the secondary school 
teachers were untrained. A considerable 
proportion of the trained teachers also 
needed retraining. The pay scales and 
service conditions of school teachers were 
unsatisfactory. The schools therefore did 
not attract persons of good academic 
qualifications and proper aptitude. 


Teaching Methods and Aids 


Mostly traditional methods of teaching were 
employed. There were few teaching aids 
beyond the chalk and blackboard. Often 
even these were not available. There was 
an acute shortage of buildings, libraries, 
laboratories, science equipment. and 
materials, and playgrounds and sports 
facilities. The traditional methods could not 
communicate as much knowledge, and as 


fast, as is necessary in modern times, 
- when there has been an explosion of 


knowledge in the advanced countries. 


Neglect of Technical and 
Vocational Education 


The accent was on general education while 
technical and vocational education was 
neglected. In 1950-51 the degree courses 
in engineering and technology had an 
intake of only 4,453 students and an 
output of only 2,447 graduates. The 
concentration was on basic courses while 
special courses received very little 
attention. Buildings, equipment and 
training were generally inadequate. 
Emphasis was on theory and the practical 
training was very limited. The facilities for, 


- post-graduate studies and research were 


very inadequate. So was also the case with 
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facilities for professional courses in 
commerce, management, architecture, 
town planning, agriculture and physical 
education. The training facilities at the 
diploma and technician levels did not 
match the intake and output at the 
graduate level. The system of technical 
education was thus top-heavy and had a 
narrow base. Women were largely excluded 
from engineering and technology courses. 
Their share in enrolment was only 1.6 per 
cent at the diploma level and a mere 0.3 
per cent at the graduate level. 

There were only 28 medical and 4 
dental colleges with an intake of 675 and 
18 students, respectively. These were very 
inadequate numbers for the size of the. 
population. The position was somewhat, 
better in regard to facilities for teacher 
training. Women trainees formed about 
one-third and one-fourth of the total 
enrolment in training colleges and schools, 
respectively. $ 


Largely Irrelevant and Expensive 
University Education a 
University education, which absorbed) 
a disproportionately large amount of total 
expenditure on education, was largely 
irrelevant. Many graduates were 
unemployable as they lacked the required 
knowledge and skills, Even for others, the 
economy with its low level and rate of 
development did not offer enough 
employment opportunities. The result was 
a growing problem of educated, 
unemployment. % 

University education was expensive in 
relation to the prevailing low-income levels. 
‘There was little scope for combining studies 
with employment. There was very limited 
availability of scholarships and free 
studentships. No correspondence course 
were available. Nor was a student allowed 
to take an examination as a private candidate. 
In the event, a lot of talent never blossomed. 
"The country had 27 universities and 
498 poe aor general education with a 
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total enrolment of 0.34 million students. 
The pupil-teacher ratio was as high as 
18:1. The ratio of women to men was as 
low as 1:7.3 among students and 1:10 
among teachers. Most universities and 
‘colleges had poor finances and inadequate 
library and laboratory facilities. Colleges 
were generally overcrowded. There were 
‘wide disparities in the standards of 
instruction and evaluation among the 
universities. | ns , 


Stagnation and Wastage 
Throughout the system of general 
education, stagnation (that is, when a 
student spends more than one year in the 
same class) and wastage (when a student 
drops out before completing that particular 
‘Stage of education ) were serious problems. 
At the p stage a large proportion of 
students dropped out before becoming 
permanently literate. Failures were 
excessive. The worst affected were the 
children of the poor or illiterate parents. 
Those dropping out in primary classes 
often relapsed into illiteracy. The high 
incidence of stagnation and wastage at the 
high school and university stagé involved 
a colossal wastage of financial and human 
resources. . A oe 


Uneven Development 


Educational development was very uneven 
among the States and between the urban 
and rural areas. The Scheduled Castes/ 
Tribes were particularly backward in 
education. 


Neglect of Indian Languages and Culture 


The. medium of instruction and 
examination at the university level and, in 
science subjects, even at the high/higher 
secondary level was English. This was a 
major factor for excessive failures.. The 
tural students, the poor students and 
those with illiterate parents who were 
generally not proficient enough in English 
suffered the most and were put ata 
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serious disadvantage. Indian languages 
and the study of national heritage and 
culture were generally neglected. This 
tended to create a gulf among the educated 
elite and the masses. 

The above outline of the state of 
education in 1950-51 suggests that the 
educational system was obviously unable 
to meet the needs of the new stage of 
hational development ushered in by 
Independence. 

. 


National Policy on Education, 1968 


The resolution on the National Policy 
on Education adopted in 1968 visualised: 
(i) a transformation of the system to relate 
it more closely to the life of the people; 
(ii) a continuous effort to expand the 
educational opportunities; (ii) a sustained 
and intensive effort to raise the quality of 
education at all stages; (iv) an emphasis on 
the development of science and technology; 
and (v) the cultivation of moral and social 
values. The resolution emphasised that the 
educational system must produce young 
men and women of character and ability, 
committed to national service and. i 
development. 

In the period. following the adoption of 


“the education policy in 1968, the 


educational system greatly expanded and 
developed. But the resources made 
available and the measures taken to 
implement this policy had been inadequate 
with the result that the goals with regard 
to relevance, adequacy, efficiency, and 
quality of the educational system were not 
realised satisfactorily. Furthermore, over the 
years, the development of technology, 
economy and society had posed new tasks 
for the: educational system. This 
necessitated a new education policy to 
overcome the observed faults and’ failings 
of the educational system and. to cope with 
new tasks and chailenges that had arisen 
since 1968, 


National Policy on Education, 1986 
The Central Government announced in 
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January 1985 that a new education policy 
would be prepared. A comprehensive 
review of the existing system of education 
and a projection of the tasks for the future 
was published in August 1985 as Challenge 
of Education—a Policy Perspective. Following 
a country-wide debate on the subject, the 
Government prepared and issued the 
National Policy on Education (NPE) in May 
1986. The principal recommendations made 
in this policy statement have been 
summarised below. 


Approach to Education 


The New Policy on Education (NPE) 
emphasised equality of educational 
opportunity to all with regard to access to 
education as well as conditions for success. 
Stress was therefore laid on providing due 
educational opportunity to women, 
Scheduled Castes /Tribes, minorities, the 
handicapped and all other educationally 
backward sections. The policy viewed 
education as a means of propagating 
appropriate values among the young such 
as a sense of national identity and 
common cultural heritage; equality of all 
no matter what their sex, caste, creed, 
religion etc., might be ; democracy and 
secularism, peace, understanding and 


` cooperation among nations; protection of 


the natural environment; and 
understanding of the culture and social 
systems of the people living in different 
parts of the country. For this purpose, the 
curriculum of the National System of 
Education was to have a common core 
along with components that might vary. 
The National System of Education was 
to have a common 10+2+3 structure. The 
first 10 years were to have three phases: 
primary, 5 years; upper primary, 3 years: 
and high school, 2 years Minimum levels 
of learning were to be laid down for each 
stage of education. Promotion of the link 
language, translation of books, maintenance 
of the universal character of universities 
and other institutions of higher learning by 
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making them equally available to all those 
with the requisite merit, and collaboration 
between different institutions in 
undertaking projects of national importance 
were some of the other concerns of the 
policy. The institutions—the University 
Grants Commission (UGC), the All India 
Council of Technical Education (AICTE), 
the Indian Council of Agricultural Research 
(ICAR) and the Indian Council of Medical 
Research (ICMR)—that were to give shape 
to the National System of Education were 
tobe strengthened. The National Council 
of Educational Research and Training 
(NCERT), the National Institute of 
Educational Planning and Administration 
(NIEPA) and the International Institute of 
Science and Technology Education (IISTE) 
were also to be involved in implementing 
the NPE. The Central Government and the 
States were to share the responsibility for 
the implementation of the policy, each 
playing its due role. 


Re-organisation of Education at 

Different Stages 

The NPE made recommendations with 
regard to reorganisation of education at 
different stages of the structure as well as 
some recommendations applicable to all or 
several of these stages. These 
recommendations are mentioned below. 


Early Child Care and Education (ECCE) : 


The NPE emphasised development of 
young children, particularly from the 
sections of the population where first- 
generation learners formed a large 
«majority. It attached priority to Early 
Childhood Care and Education (ECCE) and 
its integration with the Integrated Child 
Development Services (ICDS) programme. 
Day-care centres were to be focused 
around play and the individual child. 
Introduction of the three Rs (reading, 
writing and arithmetic ) might be avoided 
at this stage. The local community might 
~ be fully involved in the programme. 
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Elementary Education The NPE 
emphasised (i) universal enrolment and 
retention of children up to 14 years of age 
and (ii) a substantial improvement in the 
quality of elementary education. For these 
purposes it recommended: (i) motivation of 
the child to attend school and learn by 
welcoming and encouraging him and taking 
care of his needs; (ii) activity-based process 
of learning in the early stages and gradual 
shift to the formal methods of teaching 
and learning only at the later stages; 
(iii) total avoidance of corporal punishment; 
(iv) evaluation of performance of the child 
to be spread over the whole academic 
session and no detention in the same class 
at the primary stage; (v) convenient school 
timings and vacations; (vi) provision of af 
least two teachers, in a primary school, 
one of whom to be a woman; (vii) provision 
of essential facilities and playing and 
learning materials such as toys, 
blackboards, maps, charts and the like; 
and (viii) construction of school buildings 
to be the first charge on funds available 
under the anti-poverty wage-employment 
programme. 


Non-formal Education The NPE 
recommended a large and systematic 
"programme of non-formal education of a 
quality comparable to that of formal 
education, for school drop-outs, ‘children 
from school-less localities, working children 
and girls who could not attend whole-day < 
school. For the non-formal stream, it 
visualised; (i) employment of talented and 
devoted men and women from the local 
community to serve as instructors, their 
proper training and provision of 
opportunities to the deserving among them 
to be absorbed in formal schools; 
(ii) preparation of a proper curriculum and 
development of high quality learning 
material for free-of-cost supply to pupils; 
(iii) use of modern aids to improve the 
learning conditions at the non-formal 
education (NFE) centres; and (iv) provision 
of funds by the Government. The actual 
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running of the NFE centre was to be done 
by voluntary agencies and Panchayati Raj 
institutions. 

The NPE set the object of ensuring 

that all children who attain the age of 11 
years by 1990 would have had five years 
of schooling, or its equivalent through the 
non-formal stream, and that by 1995 all 
children would be provided free and 
compulsory education up to 14 years of 
age. 
Secondary Education: The NPE visualised, 
in general, consolidation of facilities in 
secondary education; but these were to be 
extended also to areas that had remained 
unserved by these. The policy laid the 
greatest emphasis on introduction of 
programmes of vocational education at the 
secondary stage. It also provided for 
setting up of pace-setting schools for 
talented students all over the country. 

Vocational education was to be 
introduced by either setting up specialised 
vocational institutions or by. providing in 
schools a distinct vocational stream 
alongside the academic..stream. The 
vocational education was to aim at 
(i) improvement of employability of 
students by preparing them for particular 
occupations, and (ii) to remove any 
imbalances between the supply and the 
demand for skilled man-power. These 
courses were to provide a useful 
alternative to those who were pursuing 
higher education without particular 
interest or purpose. These would also help 
to create proper attitude to work. The 
purpose was not merely to train students 
for skilled wage employment but also to 
enable them to develop attitudes, 
knowledge and skills for self-employment 
and setting up and running their own 
business. The vocational courses might 
cover a wide àrea including agriculture, 
marketing, social services, para-medical 
Services, etc. The trainees of vocational courses 
might be provided with opportunities for 
improvement in qualifications and career by 
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joining general, technical and professional 
courses through suitable preparatory 
courses. 

Vocational courses were to be provided 
normally at the higher secondary stage, 
but they might also be available after Class 
VIII. Special steps might be taken to 
enable women, rural, and. Scheduled 
Caste/Tribe students and those from other 
deprived sections of society to avail 
themselves of these courses. Third-level 
vocational courses might be organised for 
those passing out of the academic stream 
at the higher secondary level but also 
desiring to have vocational training. Non- 
formal, 1lexible and need-based vocational 
training prcgrammes might also be made 
available to new literates, the youth with 
primary education, school drop-outs, 
working persons and women. The public 
and private sector employers were also to 
share the responsibility for setting up 
vocational institutions and courses. 

The NPE set the target of having 10 
per cent of higher secondary students by 
1990 and 25 per cent by 1995 in 
vocational courses. Steps were to be taken 
to ensure that a substantial majority of the 
students passing out of vocational courses 
secured wage employment or became self- 
employed. The courses would be reviewed 
from time to time to increase their 
usefulness. The Government would review 
its recruitment procedure to facilitate 
employment of the trainees of these 
courses. 

The NPE provided for establishment of 
pace-setting schools in different parts of 
the country to. make good quality 
education available to children, mostly 
from rural areas, with special talent or 
aptitude to move at a fast pace, whether 
or not their parents had the capacity to 
pay for this quality of education. The 
schools were to be residential and free of 
charge. These schools would promote 
national integration to provide bright 
students with the opportunity to live and 
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lead to a nation-wide programme for school 
improvement. 


Adult Education : The NPE visualised a 
mass literacy programme of the nature of 
a powerful all-embracing mass movement 
for the elimination of illiteracy, particularly 
among the 15-35 age group. The 
programme would include, in addition to 
literacy, functional knowledge and skills 
and awareness of the socio-economic 
conditions in the country. Efforts were to 
be made to improve the teaching /learning 
methods for adults. The adult education 
programme was to be supported by a 
programme of continuing education of the 
new literates to ensure, among others, that 
there was no relapse to illiteracy. 


Higher Education :The NPE emphasised 
consolidation of, and expansion of facilities 
in the existing higher education institutions, 
Its principal recommendations for general, 
technical and management education are 
summarised below. 


General Education 


1. Development of a large number of 
autonomous colleges and creation of 
autonomous departments within 
universities. 

2. Recasting of courses to meet better the 
demand for specialisation. in different 
subjects, and increased flexibility in 
courses. 

3. Provision of at least minimum facilities 
in educational institutions, regulation 
of admission according to capacity of 
the institutions and adoption of modern 
teaching methods, particularly 
introduction of audio-visual aids and 
electronic equipment. 

4. Special stress on competence in 
languages, and development of facilities 
for the intensive study of Sanskrit and 
other classical languages. 

5. Increased support to research in 
universities and improvement in its 
quality; encouragement to 
interdisciplinary research; coordination 
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of research in universities with research 
undertaken by. other agencies; and 
setting up of Properly autonomous 
national‘research facilities within the 
university system, >- | 3 


6. Preparation and orientation of teachers 


at the beginning of the service as well 
as continuing education thereafter, and 
systematic assessment of teachers’ 
performance, 


7. Strengthening of Indira Gandhi National 


Open University (IGNOU) established in 


u 1985 for democratisation of education, 


and consolidation and development of 
Rural Universities, 


8. , Delinking ,of degrees from jobs in 


selected non-professional areas, and 
setting up of a National Testing Service 
to conduct tests and determine the 
Suitability of candidates for specified 
jobs. 


9. Setting up of a national body for higher 


education in general, agricultural, 
medical, technical, , legal and 
professional fields to ensure greater 
coordination and consistency in policy, 
sharing of facilities and development of 
interdisciplinary research: 


Technical and Management Education 


1, 


High priority to modernisation of 
courses in technical and management 
education, and introduction of new 
technologies and disciplines. 


` eorganisation of education taking into 


.. account not only’ the present 


, requirements but also the likely 
| changes in the economy and. society, 
and production and management 
Processes and the developments in 
science and technology; and promotion 
of continuing, education, covering the 

` existing and emerging techniques. 


3. Exposure to computers and training in 


4 


their use. 


+ Emphasis on research in all higher 


technical institutions; cooperation, 
collaboration. and tie-ups between these 


10. 


IE 


12. 


13. 
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institutions and thè users of their 
products; and encouragement to 
institutions to generate funds by 
providing services ‘to industry and the 
community. 

Measures to meet the growing demand 
for teachers and professionals in the 
vocational education stream. 
Appropriate formal and non-formal 
programmes of technical education for 
women, weaker sections and ‘the 
physically handicapped: offer of 
Programmes of “technical and 
management education through’ a 
distant learning Process; atid adequate 
hostel accommodation in institutions, 
particularly for girls, 

Further development of the Technical 
Manpower Information System. 
Strengthening of the community 
polytechnic system, 

Training in setting up and running 
independent business and 
encouragement to self-employment. 
Balanced development of engineering, 
vocational and management education 
as well as education of technicians and 
craftsmen. i $ 
Transformation of the All India Council 
for Technical Education into a statutory 
body (that is, one establishėd by an 
Act of the legislature) for the 
maintenance of proper standard in 
technical education and for integrated 
development of technical and 
Management education; and 
encouragement to professional societies. 
for advancement of education. $ 
Curbs on the selling up of technical 
and professional institutions as a 
business or profit-making activity, but 
due involvement of voluntary agencies 
in the development of this. sector of 
education. 

More effective procedures for the 
recruitment of staff, better service 
conditions and career prospects for them, 
and their initial and in-service training. 
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General Recommendations : The NPE also 
made some recommendations of, general 
application to education. It emphasised 
(i) enforcement of proper discipline in the 
educational system, (ii) redesigning of 
mathematics teaching to take into account 
the modern technological devices, 
(iii) promotion of scientific outlook and 
spirit, appropriate values and awareness 
of the need to preserve and improve the 
environment, (iv) introduction of cultural 
context in curriculum and processes of 
education, (v) modernisation of educational 
techniques, and (vi). and improvement in 
the recruitment procedures, status, and 
.emoluments of teachers and proper 
evaluation of their performance. 

The NPE did not strike out an 
altogether new path in educational 
development. Some of the recommendations 
in fact were being acted upon already. To 
this extent the policy recommendations 
were a case of making principles out of an 
existing practice. There were, however, also 
several new ideas and a new emphasis on 
some of the old ideas. On the whole the 
NPE did mark. a new stage in the 
development of educational policy. 


Educational Development 
since 1950-51 


There has been a many-sided educational 
development since 1950-51. A brief 
account of this development is given below. 


Pre-School Education 


The pre-school years is the period of 
maximum learning and intellectual 
development of the child. There is need 
for creches for children up to three years 
old and balwadis (nurseries) for the 3-6 
age-group, well-equipped with educational 
toys, play equipment and learning 
materials. These are needed particularly 
for children of the poor and backward 
strata, the Scheduled Castes/Tribes. and 
the slum dwellers. There has’ beer made 
only a small beginning yet in this direction. 
By 1987-88 there were only 14,765 pre 
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primary schools, and the total enrolment 
was 14,21 lakhs: boys, 7.74 lakhs; and 
girls, 6.47. lakhs. The rising demand for 
pre-school education among the middle 
and upper classes is being exploited by 
the rapidly growing private nurseries and 
schools which generally charge very high 
fees for rather poor service. 


Elementary Education 


Elementary education covers Classes | to 
VIII corresponding to the age-group 6 to 
14 years. The Indian Constitution had 
directed. that within ten years of its 
enforcement, that is by 1960-61) free and 
compulsory education should be provided 
to all children up to the age of fourteen. 
Though this directive has not been carried 
out as yet, considerable progress has been 
made in that direction. 


Formal Education 13 


From 1950-51 to 1987-88, the number of 
primary schools (I - V Classes) increased 
from 210 thousand to 544 thousand and 
of middle schools (VI-VIII Classes) from 
13.6 thousand to 141.0 thousand. The 
enrolment in’ primary, schools increased 
from 19.2 million to 92.9 million and in 
middle schools, from 3.1 million to 29.9 
million. The enrolment percentage in 
Classes I to V (that is, the ratio of 
enrolment to the total population in the 
corresponding age-group) rose from 43.1 
per cent in 1950-51 to 97.9 per cent in 
1987-88; boys, from 60.6 per cent to 
113.1 per cent and girls, from 24.8 per 
cent to 81.8 per cent. By 1990-91, the 
enrolment percentage for all children had 
gone up lo 99.61 per cent. The enrolment 
percentage for boys had exceeded 100 per 
cent of the 6-11 age-group because 
Classes | to V had also pupils from other 
age-groups who had either joined late or 
had failed in one or':the other primary. 
class. In Classes VI to VIII the enrolment 
percentage improved from 12,9 per cent 
to 55.1 per cent; boys. from 20.6 per cent 
to 68.9 per cent: and girls. from 4.6 per 
cent to 40.6 per cent. 
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© A low enrolment percentage in the 
primary classes in a State suggests 
educational ‘backwardness particularly if 
the percentage'at the middle stage is also 
low. Bihar, Rajasthan, Uttar Pradesh and 
Arunachal Pradesh are the most backward 
States, while Crissa,’ Andhra Pradesh, 
Madhya Pradesh and Jammu and Kashmir 
are somewhat less so at the elemeritary 
stage of education. In Rajasthan, Bihar 
and Uttar Pradesh a very low enrolment 
percentage of girls has been a major factor 
depressing the overall percentage. 
Children, particularly girls, belonging to 
the Scheduled Castes/Tribes and in the 
backward and remote areas generally have 
a high proportion of the non-starters and 
drop-outs. This suggests that socio- 
economic compulsions, rather than non- 
availability of schools, are responsible for 
children keeping out of school. 
Programmes like free ‘mid-day meals and 
supply of uniform, books and stationery 
have been ‘introduced to attract children 

. Of the backward strata but these have had 
‘a very limited impact yet, On the whole in 
the country the drop-out rates are rather 
high and the enrolment and retention rates 
‘among female children are low, particularly 
in the rural areas. The enrolment 
percentage is also likely to be very low 
among the children of relatively recent 
migrants to towns. 

5 The above review of the development 
of elementary education suggests that the 
problem of ensuring full enrélment of the 
6-14 age-group requires, first and foremost, 
that the lag in the enrolment of girls may 
be overcome and that the overall 
enrolment percentage in the educationally 
backward States may be brought up to the 
national level. There also remains the 
problem of retaining children in school by 
preventing them from dropping out before 
completing the course. Besides, there is 
the continuing problem of improving the 
quality, relevance and effectiveness of the 
elementary education system. 
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Operation Blackboard (OB) 


The Operation Blackboard was launched 
in 1987-88. Its object is to equip the 
primary schools/sections with (i) at least 
two reasonably large all-weather rooms, (ii) 
two teachers, one of them a woman, '(iii) 
Provision of essential teaching and learning 
materials including. plackboards, maps, 
charts, a small library, toys. games, sports 
materials and some equipment for work 
experience, and (iv) separate toilets for boys 
and girls. It is to be implemented over a 
period of several years. For the construction j 
of the minimum school building provided , 
for under the programme, besides the funds 
available under the programme and the 
State Budgets, the funds available for, the 
Purpose under the anti-poverty 
Employment Programmes are to be utilised. 
The village community is expected to | 
provide the land, fence the building and 
undertake responsibility for its repair and 
maintenance. By the end of 1991 around 
3.46 lakh primary schools have been 
covered, forming 64.34 per cent of the total 
of such schools in the country, and over 
92,900. new posts of primary teachers had 
been sanctioned. On the completion of the 
present phase of the programme, the 
scheme is expected to be expanded to 
provide minimum three class-rooms and 
three teachers in each primary school, and 
a similar scheme for the upper primary, 
that is, middle schools was expected to be 
launched. 


Non-formal Education for Age-Group 
6-14 (NFE) 


To achieve universal elementary education 
(NFE), the formal school system ‘is being 
supplemented by non-formal education for 
the elementary age-group children who 
could net or would not attend full time 
school: Non-formal education was 
introduced on a experimental basis in the 
Sixth Plan (1980-85) and on a regular basis 
in the Seventh Plan (1985-90). 
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The scheme for non-formal education 
was initially limited to nine educationally 
backward States at the elementary stage. 
From 1987-88 Central assistance was 
made available also to other States and to 
voluntary organisations for setting up non- 
formal education centres in rural, tribal, 
desert, hilly;and remote areas and urban 
slums with a large number of working 
children. The scheme was to be 
implemented in compact and contiguous 
areas for better supervision and more 
effective management. This is marked by 
(i) operation on an area basis, flexible 
organisation, decentralised management, 
relevant curriculum and a variety of 
learning activities suited to the learner's 
needs, By the end of 1991, 270 thousand 
NFE centres had been set up, of which 81.3 
thousand centres were'only for girls, a total 
of 409 voluntary organisations participated 
in the programme and they operated over 
27 thousand centres. Estimated enrolment 
in these centres was 68 ‘lakhs. 


Adult Education 


A literate is one who can read and write 
with understanding. The 1981 Census 
showed that in 1981, excluding Assam 
where the Census could not be held, only 
43,56 per cent of the population aged 7 
years and above were literate: males 56.37 
per cent and females, 29.75 per cent. The 
overall literacy percentage was below 35 
per cent in Arunachal Pradesh, Bihar 
Jammu and Kashmir, Madhya Pradesh, 
Rajasthan and Uttar Pradesh. In each case 
there was very low (below 20 per cent) 
literacy among women. In contrast, the 
literacy rate in Kerala was 81.56 per cent: 
males, 87.34 per cent; females, 75.65 per 
cent. Clearly, removal of illiteracy, 
particularly bringing up the laggard States, 
was an enormous task. It was, therefore, 
decided to, concentrate on the age-group. 
15-35, The persons in this age-group are 
at the prime of their, productive capacity 
and might look forward to many more 
years of productive life. 
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The National Adult Education 
Programme was taken up in 1978. The 
Sixth Plan (1980-85). set the. goal of 
reaching 100 per cent literacy in the 15- 
35 age-group by 1990.,The Central 
Government provided funds for rural: 
functional literacy project in the States and ' 
also assisted voluntary organisations and 
39 universities for adult education> 
programmes. The State Governments also 
had their own adult education 
programmes, The State Resource Centres 
provided support to adult education 
centres by preparing curriculum and, 
teaching and learning material, training 
and personnel and the like. Around 20 
million adult illiterates were estimated to 
have been covered by the programme 
during the Sixth Plan period. The adult , 
literacy programme formed part of the 
Minimum Needs Programme (MNP). 

The Seventh Plan set the target of 
covering all illiterates in the 15-35 age- , 
group (estimated at around 90 million at 
the time) by 1990. Later, however, this 
target was revised. The new target was to 
cover only 40 million illiterates in the 
Seventh Plan period (1985-90) and the 
balance 60 million in the period 1990-95. , 
It was also realised that the literacy 
programme would Lecome meaningful only 
when it also included practical information 
and skills relevant to day-to-day needs of 
the learners. A Nation.. Literacy Mission 
(NLM) to impart functional literacy to about 
80 million illiterate adults among the 15- 
35 age-group by 1995 was, launched, in ;, 
May 1988. Efforts were made to develop 
standard teaching and learning materials 
through the State Resource Centres to 
develop a closer relationship between 
education and work. The Mission involved 
university and college students in the 
programme of functional literacy. It also, 
assisted voluntary agencies to undertake 
adult education work. ` 

By the close of 1990-91, about 2.7 
lakh adult education centres were in 
operation. ‘They enrolled about 80 lakh © 
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adults every year. About 40 per cent of 
those who go through the programme 
acquire literacy and ‘numeracy 
(acquaintance with the basic principles of 
mathematics though not necessarily of the 
desired level). 

In order to meet the post-literacy, and 
continuing education needs of the new 
literates, the scheme of Jana Shikshan 
Nilayams (JSN) was launched in, 1988. The 
JSNs will be set up in a cluster of four to 
five villages for a population of 5,000 
persons. The JSNs will serve new literates 
of the adult education programme, pass- 
outs of primary,schools and other 
members of the: local. community. By 
March 1991, about 32,000 JSN had. been 
sanctioned of which about 22,000: had 


begun to operate. It is estimated that about: 


84 lakh persons will be enrolled each year. 
A National Authority has ‘been set up to 
oversee the plans and implementation. of 
the NLM. 

The 1991 Census showed that the 
gverall literacy among the population aged 
7 years and above had risen to 52.11 per 
cent : males 63.86 per cent and female 
39:42 per cent, though large inter-State 
disparity, particularly in the case of 
women, still remains acute. In the 
International Literacy Year (1990) there 
was a strong demand for literacy in several 
parts of the country. Kerala was the first 
State of acquire complete literacy by 
adopting new methods of organisation of 
the people for the purpose. It has become 
a-model for ‘other States in the country. 


At the secondary stage, though the 10+2 
pattern of education has been accepted by 
most States, the change-over to the’ new 


system has been neither uniform not 
complete yet. As a result, there exist’ a 


variety of arrangements to cover this stage, - 


namely the higi/post-basic (IX-X) schools, 
the old pattern higher secondary (IX-XI 
classes) schools, the 10+2 pattern higher 
secondary schools, the one-year (Class XI) 
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pre-university course, the pre-degree pre- 
university two-year course (XI-XII) ciasses 
andthe Intermediate/Junior Colleges up 
to Class XII. By the end of 1990-91,- the 
number of high/higher secondary schools 
had grown to about 77,000 with an 
enrolment of about 20 million and teacher 
strength of 1.3 million as against 7,288 
institutions, 3.2 million student enrolment 
and less than 0.18 million teacher strength 
in 1950-51. The two ‘sets of figures are 
not strictly comparable but these do bring 
out the order of progress achieved since 
1950-51. Some of the notable developments, 
mostly in recent years, in the field of 
secondary education are mentioned below. 


Vocationalisation of Secondary Education 


Following the recommendation of the NPE, 
a high priority has been given in recent 
years to vocationalisation of secondary 
education: to make education relevant to 
work. The vocational courses were to cover 
a large number of trades/occupations in 
agriculture, industry, trade and services. 
The Central Government introduced a 
scheme from February 1988 for giving 
financial assistance to State/Union 
Territory Governments for introduction of 
vocational courses at the +2 stage with 
emphasis on rural areas and girl students. 
The assistance is available for recruitment 
of new staff, necessary training of the 
existing staff, purchase of equipment and 
building worksheds, and development of 
textbooks and teaching materials. The 
programme was to be coordinated with 
similar programmes under the State Plans. 
By the end of 1989-90, 7,888 vocational 
sections had been approved with a total 
student strength of 3.94 lakh students. 
During 1990-91 an additional 2,428 
sections had been. approved bringing the 
total sanctioned to 10,316. 


Navodaya Vidyalayas 


In order to provide modern good quality. 
education to talented children mainly from 
the rural. areas a scheme for the 
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establishment of: residential schools: called 
Navodaya Vidyalayas was launched: in 
1987-88. There was to be, on the average, 
one school in each District. The State 
Governments were required to provide land 
and other facilities for the Vidyalayas. The 
cost of building a Navodaya Vidyalaya was 
estimated at Rs 2 crores. By the close of 
1990-91, 275 Vidyalayas had been 
established in 22. States/Union Territories, 
with a strength of about 64,000 students 
of whom 77 per cent were from the rural 
areas, and 20.18 per cent Scheduled Caste 
and .11.2 per: cent Scheduled Tribe 
students. These schools are also expected 
to: promote national integration. 


Kendriya Vidyalayas 

The.Central Government set up in 1965 
the Kendriya Vidyalaya Sangathan (KVS) 
to establish, control and manage Kendriya 
Vidyalaya. These are meant primarily. to 
provide educational facilities to the children 
of transferable Central Government 
employees. It was intended to develop these 
as model schools. By the end of 1990-91, 
the Sangathan had 744 Kendriya 
Vidyalayas, located -all over the country 
including four located abroad with a 
student body of 5.64 lakhs and teacher 
strength: of about 36,000. i 


Improvement in Quality of Education 


Several programmes have been undertaken 
to improve the quality of education at the 
secondary stage. (i) A programme for 
strengthening science teaching in school 
was introduced. Under this scheme 
financial assistance is provided to States/ 
Union Territories towards provision of 
science kits to middle schools, upgradation 
and strengthening of science Jeboratories 
and libraries in ‘“secondary/higher 
secondary schools, setting up of District 
Resource Centres for science education, 
development of teaching materials and 
training of science and mathematics 
teachers. The scheme also’ provides 
assistance to voluntary organisations to 
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enable them to play an active role in 
science education. The programme covered 
im 1990-91 5,791 middle schools: and 
3,981 secondary/higher secondary schools 
in 24 States/Union Territories. ' (li) A 
programme of Computer Literacy” And 
Studies in Schools (CLASS) was introduced 
in 1984-85. By- 1990-91, it had ‘been 
extended to 2,598 schools. (iii) For 
spreading modern education technology to 
all parts of the country and to all sections, 
the Centre introduced a scheme for 
educational technology. As part of the 
scheme for utilisation of satellite 
communication facilities for education 
purposes, 6 State Institutes of Educational 
Technology (SIETs) were ‘established’ to 
produce educational programmes for 
telecasting. A Central Institute of 
Educational Technology (CIET) was set up 
in the National Council of Educational 
Research and Training (NCERT) to 
purchase equipment for SIETs and training 
of personnel. The scheme as revised 
provides for 75 per cent assistance to 
States covered by the Educational TV 
programmes to supply TV sets and radio- 
cum-cassette ‘players to schools. (iv) The 
NCERT has been given the role of aiding, 
promoting and coordinating research in all 
branches of education at the school level 
and of developing and’ propagating 
improved educational techniques and: 
practices in the school system. 


Environment Education in Schools. E EPs 


In response to the stress laid by the NPE 
on the need to create awareness of the 
environment among children by providing 
for this in the educational process itself, 
the Central Government has introduced a 
scheme for providing assistance to State/ 
Union Territory Governments for taking up 
pro; es related to environment and for 
review of curriculum, teaching materials, 
textbooks, etc., to make these relevant to . 
local environment. Assistance is also 
provided to voluntary organisations to take 
up original projects in the area of 
environment education, s 
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Higher Education 

There has been an enormous expansion 
in higher education since 1950-51. The 
universities (including institutions of 
national importance and deemed 


universities) have increased in number. 


from 27 in 1950-51 to 184 at the close of 
1990-91. There were, in addition, 49 
research institutions. Over the same 
period, the number of arts/science/ 
commerce colleges has grown from 498 to 
4,600. The total student enrolment had 


gone up from about 3.5 lakhs in 1950-51- 


to 43 lakhs in 1990-9]. The share of girls 
in enrolment had gone up from less than 
12 per cent to over 30 per cent. The 
increase in enrolment at the research, 
degree and masters level has been 
particularly very large. The girl students 
formed a still higher percentage at these 
levels except in M.Com. courses which 
became popular mostly in the last two 
decades. 

Besides quantitative expansion of higher 
education, attention has been paid, 
particularly in recent years, to improvement 
in its quality. There has been increased 
emphasis on improvement in standard 
making the courses more flexible and 
relevant to the development needs of the 
country, introduction of new and relevant 
combinations of subjects. and strengthening 
Of selo =_ areas c the highe. education 
system, particularly postgraduate education 
and research and multi-disciplinary studies 
and research. 

The University Grants Commission 
(UGC) was set up under an Act of 
Parliament in 1956 for coordination and 
determination of standards. In discharge 
of its functions, it has been giving grants 
to universities for their maintenance and 
development. In recent years the UGC has 
taken steps to implement the 
recommendations of the New Policy on 
Education such as approval of 
autonomous colleges (103 by 1990-91), 
establishment of Centres of Advanced 
Study in universities, promotion of projects 
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in women's studies, recons{ruction of 
courses for-makihg the first degree course 
more relevant and to link education with 
work or practical experienc2, introduction 
of reconstructed courses, setting up of 
Curriculum’ Development Centres in the 
universities for continuous review of 
curricula, regular use of new media for 
promotion’ of higher education including 
daily telecast of educational programmes 
for under-graduate students and teachers, 
provision of colour TV sets to colleges, 
establishment of Education Media 
Research Centres and Audio-Visual 
Research Centres for supporting the 
programmes for the use of new media for 
purposes of higher education, and setting 
up of Academic Staff Colleges for training 
and orientation of teachers. 

Steps have been taken also to 
strengthen the existing programmes. Under 
the COSIST programme a growing number 
of University Departments have been 
assisted to strengthen the infrastructure 
(support facilities) in science and 
technology education and research. Under 
the COSIP and COHSSIP programmes 
colleges have been assisted to strengthen 
their science and humanities and social 
sciences teaching. Attention continues to 
be paid to examination reform. 

As a result of the above and other 
measures there has been a substantial 
upgradation and diversification of 
university courses in the light of rapidly 
growing human knowledge and the 
emerging needs of the developing Indian 
economy for skilled personnel. There has 
also been a substantial improvement in the 
buildings, libraries, laboratories and sports 
equipment and facilities with the help of 
the funds provided by State Governments 
and the University Grants Commission. 
The higher education system in this 
country bears a more developed look. 

The other steps taken by the Centre 
for the development of higher education are: 
ü Establishment of 10 Central 

Universities. 
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(ti) Establishment in 1985 of the Indira 
Gandhi National Open University 
(IGNOU) to provide access to higher 
education to large segments of the 
population, especially the 
disadvantaged group. 

Assistance to other institutions of 
higher learning such as Indian Institute 
of Advanced Study (Shimla), Indian 
Council of Historical Research, Indian 
Council of Social Science Research, and 
the others. 


(tii) 


Teachers’ Training 


The teachers’ training colleges had 
increased from 53 in 1950-51 to 485 in 
1987-88 and the enrolment in these 
colleges, from 5,585 (including 1,746 
women) to 92,820 (including 39,253 
women). The share of women in the total 
enrolment has improved from 31.2 per 
cent to 42.3 per cent. Over the same 
period, the teachers training schools have 
increased from 782 to 990 and the 
enrolment in these, from 70,063 (including 
17,994 women) to 92,105 (including 
44,861 women). The share of women 
among the school trainees has improved 
from 25.7 per cent to 48.7 per cent. In 
the light of the recommendations of the 
NPE, District Institutes of Education and 
Training (DIETs) have been set up to 
strengthen teachers’ training facilities at 
the District level. Emphasis is also being 
laid on providing reorientation to teachers 
in the new vision of educational 
development. The NPE has also laid 
emphasis on the training of college and 
university teachers. For this purpose 
Academic Staff Colleges have been 
established. 


Technical Education 


Since 1950-51 technical education has 
expanded to a point where it can fully meet 
most of the economy’s requirements for 
trained personnel. In several categories 
expansion has overshot demand and even 
higher trained personnel have to suffer a 
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period of unemployment or have to take 
up jobs below their qualifications. There 
is also a large outflow of highly trained 
manpower mostly to USA, UK, Canada and 
other advanced countries. A brief account 
of the progress of technical education is 
given below. 


Degree and Diploma levels : The engineering 
and technology colleges have grown from 
33 in 1950-51 to 262 in 1987-88, and the 
enrolment from 13,268 (including only 40 
girls) to 1,90,779 (including 15,161 girls). 
Over the same period, the number of 
polytechnics (diploma-level schools in 
engineering and technology) had grown 
from 109 to 782 and the enrolment from 
21,149 (including 337 girls) to 2,43,389 
(including 36,173 girls). The enrolment 
had grown 14.4 times at the degree level 
and 11.5 times at the diploma level. The 
girls formed 7.9 per cent of the students 
at the degree level and 14.9 per cent at 
the diploma level. In both graduate and 
diploma-level courses in engineering and 
technology, which in the past had been 
considered the exclusive domain of men, 
women had enrolled in substantial 
numbers, 

Five Indian Institutes of Technology 
(IITs) have been established at Bombay, 
Kharagpur, Delhi, Kanpur and Madras as 
the foremost centres of education and 
training in engineering and applied science 
at the under-graduate level. They also 
provide good facilities for postgraduate 
studies and research. It has been decided 
to set up two more IITs, one each in Assam 
and Punjab. Seventeen Regional 
Engineering Colleges (RECs) have been 
established jointly by the Centre and the 
concerned States. These also provide 
education and training facilities at the 
under-graduate level and also generally 
have facilities for M.Tech and Ph.D. 
programmes. States have set up their own 
engineering colleges. Some States allow 
private parties to set up and operate 
engineering colleges. Four Indian Institutes 
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of management have been set up at 
Ahmedabad, Calcutta, Bangalore and 
Lucknow for providing postgraduate 
education and. training in. management and 
conducting research in management 
techniques., Many universities have started 
courses in management education. j 
For improvement in the quality and 
diversity of technical education .steps are 
being, taken, to implement the 
recommendations of the National Policy on 
Education (NPE). The courses are being 
modernised by eliminating the out-of- date 
ones and including those relating to new 
technological developments. For this purpose 
the curriculum development centres in the 
States are being strengthened. The engineering 
laboratories and workshops are being 
modernised. The Centre provides, 
assistance to IITs and RECs. to acquire 
modern equipment and instruments so 
that they may have the facilities to match 
the new and changed courses. It. also 
provides..funds. for equipping the 


engineering colleges to enable them. to, keep, 


pace with the latest developments in such 
emerging technologies an micro-processes, 


remote sensing, micro-electronics, lasers, 


fibre optics and the, like. Weaknesses in 
technical education and training have been 
identified in such areas as computer 
science, electronics, product development, 
bio-sciences, management sciences, 
manufacture and maintenance of 
instruments, etc. The Centre provides 
funds for developing facilities for education 


and training in these areas. The States, 


also provide funds, within their very 
limited resources, to their engineering 
colleges for the above purposes. The All 
India Council of Technical Education 
(AICTE) has been made a ‘statutory body 
with effect from March 1988. Increasing 
emphasis is being laid’ on interaction 
between technical education in institutions 
and industry and in linking technical 
education with development sectors. 


Technician Level : In order to avoid having 
too many engineers but too few 
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technicians, steps have been taken to 
expand facilities for technician-level 
training. The number of Industrial Training 
Institutes (ITI) centres, which provide 
technician-level-training, has increased from 
63 in 1950-51 to.2,240 by December 1991 
and the enrolment of trainees from 10,230 
to 3,70,000 (actually the available seats in 
this case). In 1991-92 these centres 
provided craftsmen training in 40 
engineering and 27 non-engineering trades. 
Craft teachers are trained in the seven 
Advanced Training Institutes. A restructured 
pattern of crafts is being followed in 
the four Model Training Institutes. 

A comprehensive World Bank assisted 
scheme was launched in 1990-91 for all- 
round improvement in the quality of about 
400 ITIs by replacing their modern 
machines, training their, instructors and 
other staff members, establishing a system 
for, maintenance of machines, and, 
introducing audio-visual equipment. The. 
project covers 28 States/Union Territories 
and is due to be completed in 6-7 years. 
The Central Instructional Media Institute 
has been set up at Madras for the 
development of instructional and training 
material. The National Vocational Training 
Institute (NVTI) and the six Regional 
Vocational Training) Institutes (RVTIs). set 
up by the Central Government provide 
vocational ‘training to women. in various 
trades. The Central Government has also 
been providing assistance to the States for 
adding to vocational training facilities for 
women by setting up new. ITIs for women 
or women's wings in the existing ITIs and 
also by strengthening the existing ones. 

An extensive system of apprenticeship 
training has been set up under the 
Apprenticeship Act, 1961. The training is. 
imparted to trade apprentices at a large 
number. of establishments. The number of 
apprentices receiving training , has 
increased from 26.2 thousand in 1965-66 
to 185 thousand in December 1991. The 
training was being provided in 128 trades 
in 218 categories of industries. 
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Under the Apprenticeship Act 1961, 
apprenticeship training facilities are also 
being’ provided to fresh engineering 
graduates, diploma holders and, since 
1986, ;also to those coming out of the 
vocational stream of the 10+2 system:to make 
them fit for gainful employment. The 
apprentices receive a monthly’ stipend 
currently from Rs 380 to Rs 700, during this 
period the cost of which is equally shared by 
the establishment and ‘the’ Central 
Government. At the end of December 1991 
around 48.7 thousand seats had been 
provided. , Aj 


Medical Education 


The number of medical colleges increased 
from 28 in 1950-51 to 128 in 1990-91. 
The annual admissions were estimated at 
15,000,- of whom generally girls formed 
over 25 per, cent. Many of the colleges 
provide facilities for post-graduate studies 
and research. The Medical Council of India 
coordinates and maintains the standard of 
medical education. Facilities for’ ‘medical 
education and research’ at the under- 
graduate/postgraduate levels are provided 
by the institutes, set up or aided by the 
Central Government, ‘at’ New Delhi, 
Bangalore, Chandigarh, Pondicherry’ and 
Shillong. The Indian Council of Medical 
Research (ICMR) is the top body to 
promote and coordinate medical research. 
Besides, there has been a large increase 
in the facilities for training auxiliary health 
personnel such as nurses, midwives, 
auxillary nurse-midwives and health 


visitors. 


Agricultural Education . 


Since 1950-51 a variety of institutions 
have been created for training in 
agriculture, animal husbandry, forestry 
and fishing. These institutions include, 
besides agricultural universities, 
agricultural colleges, forest colleges, the 
Forest Research Institute (Dehra Dun), 
veterinary colleges, dairy colleges and 
agricultural engineering colleges. The most 


26) 


important among these are the agricultural 
universities. The first of these was set up 
in 1960-61 at Pantnagar (Uttar Pradesh). 
By 1988-89, there were 28 universities. 
They combine education with research, 
While some universities have already 
attained a high level of development others 
aré yet at a formative stage. 
-'- The annual output of agricultural 
veterinary and agricultural engineering 
graduates is ‘Sufficient to meet the needs 
of agriculture and allied sectors. There is 
need fot improvement in the standard and 
quality of agricultural education. An 
unduly large proportion of the annual 
intake for higher agricultural education is 
accounted for by the States of Uttar 
Pradesh, Rajasthan and Maharashtra. A 
number of colleges there are sub-standard 
and need to be upgraded or converted into 
centres for the training of farmers. There 
is also need for strengthening post- 
graduate education, adjustment of courses 
to the ‘changing needs of agricultural 
developriient and greater emphasis on 
practical training. 4 

The Krishi Vigyan Kendras (Agriculture 
Science Centres) have beén ‘set up to 
provide inservice trainifig to'extension and 
other staff. Facilitiés' havé also been 
established for farmers’ training. The Indian 
Council of Agricultural Research (ICAR) is 
the top body to promote, coordinate and 
undertake agricultural research. It runs a 
number of research institutes. 


Orientation to Indian Languages 

and Culture y : 
Indian languages have been adopted. 
increasingly as the medium of instruction 
and examination. Other measures have 
been taken for the promotion of Indian 
languages. Greater attention is being paid 
to Indian history, culture and traditions. 
There has been a revival of interest In 
Indian literature, music, dance, sculpture, 
yoga and folk art. These find a place 
in curricula, particularly at the 
university level. 
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HEALTH 


Health is more than mere avoidance of 
disease; it is a positive state of physical 
and mental well-being. A person's capacity 
for intensive and sustained work, ‘and to 
enjoy life, depends to an important extent. 
on the state of his: health: Improvement in 
healt 1, of the population is, therefore, an 
essential element of human resource 
development and of a better quality of life. 


aot i tent Hi 
State of Health in 1950-51 
Independent India’ inherited, éven {n ‘the 
limited sense of avoidance of disease, 
colossal health problems: During 1941-51, 
the death rate had been as high as 27.4 
per thousand population per annum, As 
many as 183 infants (males, 190; females, 
175) per thousand births died before they 
were one year old. Expectation of life at‘ 
birth was as low as 32.45 for males and 
31.66 for females. Deaths among women 
at childbirth were as high as 20 per 
thousand live-births. Many more women 
were affected by various: diseases caused 
by the strain of child-birth, Some 100 
million persons, were affected by malaria 
and about a million of them died every 
year. There were some 2.5 million active 
cases of tuberculosis, (TB) and some 0.5 
million deaths annually from this disease. 
Other communicable diseases like cholera 
and small-pox were widespread and 
frequently broke out in epidemic form. 
Some of the causes of the poor state of 
health were an unhygienic environment, 
inadequate diet and poor nutrition, and, 
lack of proper housing, safe water supply, 
proper removal of human wastes and 
general.and health education. Another very 
important factor was the extremely 
inadequate preventive, curative and 
promotive health care. There was one 
doctor for every 6,430) persons, one dentist 
for every 1,09,420 persons, one nurse for 
every 43,000 persons, and one trained 
mid-wife for every 60,000 Persons. Most 
of the trained health personnel were 
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located in urban areas. Only 25 per cent 
of the doctors worked in the rural areas. 


Health Development 
Since 1950-51 


In the period since 1950-51, there has 
been very considerable progress in health 
development in the sense of avoidance of 
disease. By 1986, the death rate had 
declined to 7.6, 12.2 and 11.1 per 
thousand persons in the urban, rural and 
the combined urban and rural areas, ' 
respectively. The infant mortality rate per 
thousand live-births had declined to 62, 
105 and 96 for the urban, rural and the 
combined urban and rural areas. The 
expectation of life at birth had gone up by 
1980 to 54.1 years for males, 54,7 years 
for females and 54.4 years for the two taken 
together. The above improvements had beeri 
made possible by (i) programmes for 
the control of communicable diseases; 
(ti) creation of a structure of health-care 
institutions in the rural areas; (iii) large 
increase in the total health facilities 
and’ medical and para-medical personnel; 
(iv) expansion of medical education and 
research; and (v) decline in the birth rate. 
Progress in these directions is outlined below, 


Control of Communicable Diseases 


The control of communicable diseases such 
as small-pox, malaria, filaria, TB, leprosy, 
kala azar, Aids, etc., has been given high 
priority. 

Small Pox : Small Pox has been eradicated. 
The country was declared free from this 
disease in April 1977. 


Malaria : The National Malaria Eradication 
Programme was launched in 1958. By 
1965, the incidence of the disease had 
been brought down to about a hundred 
thousand cases and the disease caused no 
deaths in that year. However, there was a ' 
set-back in the following years. The 
incidence of malaria increased to 6.47 
million cases in 1976, and there were 59 
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deaths, many due to a new type of 
malaria. A modified plan of control of 
malaria was initiated in 1977. The number 
of malaria cases came down to 1.66 million: 
in 1987, and the number of reported 
deaths to 185. The number of malaria 


cases, however, rose to 1.78 million in. 


1988 and the following years. The position, 
is however, stable sincè 1990. The battle 
against malaria continues and there is no 
room for complacency. 


Filaria : About one-fifth of the country's 
population lives in areas affected by filaria. 
Around two-fifths of this population lives 
in the rural areas. Since no effective 
strategy to control this disease in rural 
areas was available, so far the National 
Filaria. Programme is being continued only 
in the. urban areas. Three experimental 
studies were initiated in 1978 to develop 
a suitable strategy of filaria control for the 
rural areas. Some progress has been 
made. By March 1989, the National Filaria 
Programme had 204 filaria control units, 
27 filaria survey units and 186 filaria 
control clinics for the detection and 
treatment of filaria cases, and the 
population protected under the programme 
was close to 40 million. 


Tuberculosis (TB) : TB has been widespread 
in the country. A survey in 1955-58 
revealed that about 1.8 per cent of the 
population was suffering from active TB,. 
a quarter of whom were infectious , (had, 
germs in their sputum). The strategy under 
the National TB Control Programme, in 
operation since 1962, has been’ to detect 
active cases in the early stages, to protect 
healthy persons, especially those under 20 
years of age by BCG Vaccination, and to 
treat the cases through an organised 
District TB: Control Programme evolved 
since 1962. TB is, however, still very 
widespread. During recent years more than 
16 lakh TB cases have been detected and 
treated under th. Programme every year. 
Tue weak link in the implementation of the 
Programme is the inadequate capacity of 
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the Primary: Health Centres (PHCs) to: 
examine. the sputum of a: large enough 

number of suspected TB cases for their. 
early detection. This, in- turn, is due to 

insufficient number) of’ trained laboratory 

technicians at the PHCs, © ' 

Since 1983-84 'a' new course of 
treatment has been introduced which cuts 
short the period ‘of tredtment from 18-24" 
months to about 6-8 months. By March 
1989 this treatment had been introduced 
in 194 districts. Effective control of TB will 
require a big improvement in diet, 
environment and living and working 
conditions, 2 


Leprosy : The 1981 Census had recorded 
39.2 lakh leprosy cases in the country. 
Even in March 1988, 31.5 lakh were on 
record. No State or Union Territory was 
without leprosy cases but the incidence of: 
the disease was particularly high in Tamil 

| Nadu, Orissa, Andhra Pradesh, ‘West 
Bengal, Sikkim, Nagaland, Maharashtra, ` 
Karnataka, Manipur and Bihar. The total : 
number of leprosy cases in’ the country 
has been estimated at around 20 lakhs in ‘ 
1990-91, of which around one-fifth are” 
infectious and: 15-20 ‘per cent have 
deformities. Children account for around 
20 per cent of the total cases. 

The National Leprosy Eradication 
Programme, in operation since 1982, aims 
at early detection and treatment of the 

“leprosy cases to make infectious cases 
non-infectious, thus cheéking further 
spread of the diséase. Relévant health 
‘information ‘is’also provided to the people. ` 
In recent years’ a new more effective 
treatment of the leprosy patients has been 
introduced. The treatment has béen | 
extended since: to all districts where 
leprosy is epidemic. Up to 1990°91' more 
than. 5 million leprosy patients had been 
cured. It is proposed to arrest the disease 
in all known cases by AD 2000. 
Aids : Under the National Aids Controi 


Programme, 29 zonal blood testing centres 
had been established in four metropolitan 
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centres by 1990-91. Sixty-two surveillance 
and 6, referal centres had been set up. 
Efforts are being made to educate the people 
‘on Aids. By the end of April 1990, 44 Aids 
‘cases had been detected. and all died. 


Control of Blindness : Weak eye-sight and 
blindness prevent millions of persons from 
engaging in productive work and leading a 
normal life. In 1980, about 1.4 per cent of 
the country’s, population, some, 9 million 
persons, were blind., They. included an 
estimated 5 million persons whose visiqn 
might be restored by surgery. Another 45 
million had damaged vision. The major 
causes of damaged eye-sight and blindness 
are cataract, trachoma and other eye 
infections, malnutrition and injuries. The 
Seventh Plan set the target of reducing the 
incidence of blindness to 1 per cent of the 
population by 1989-90, and held out the 
possibility of reducing the occurrence of 
blindness to 0.3 per cent of the population 
by AD 2000. Under the National Programme 
for Control of Blindness’ lauiched in 1976- 
77, the'concerned Departments’ of district 
hospitals and medical colleges have been 
strengthened and Primary Health Centres 
(PHCs) have been provided’ with’ the 
necessary equipment. Emphasis has been 
laid on intensive health education on’ eye 
care through mass media and by other 
methods. Services relating to eye care have 
been extended to the rural areas by mobile 


units created for the purpose and by. 


organising camps. The ultimate objective 
is to ensure that eye health care is an 
essential part of the general health services, 

Since 1981-82 the highest priority has 
been given to cataract operations. For the 
purpose, camps for performing a large 
number of operations are held. Besides, 
permanent eye care facilities have been 
expanded. By 1988-89, 75.4 lakh cataract 
operations had been performed. Another 
9.25 lakh operations had been performed 
in 1989-90. Nevertheless, blindness and 
damaged vision remain a major health 
problem. 
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Goitre Control Programme : Nearly 145 
million persons are estimated to be 
suffering from goitre in the country. The 
programme seeks to control it primarily by 
iodization of the entire edible salt in 
phases. The production of the iodized salt 
had increased from 7.7 lakh tonnes in 
1986-87 to 25.1 lakh tonnes in 1991. 
Programmes have also been 


‘undertaken to control other communicable 


diseases including cholera and other 
infections of the stomach and the 
intestines, infections of the liver, rabies, 
hook-worm, diphtheria, whooping-cough, 
polio, tetanus, venereal diséases, etc. This 
is sought to be achieved through 
improvement in environmental sanitation, 
expanded immunisation programmes and 
better preventive facilities through’ health- 
care institutions. Better control of 
communicable diseases has’ been a big 
factor in reducing infant mortality and the 
general death rate. 

The National Institute of Communicable 
Diseases is devoted to teaching and researth 
in various subjects related to the control of 
communicable diseases and to provide advice 
and service to the Central Government/ State 
Governments ‘and other agencies’ in 
investigation and control of such diseases. 


Health-Care System in the Rural Areas 


The highest priority:in health development 
has been given to creating an adequate 
health-care system in the rural areas. The 
item was included in the Minimum Needs 
Programme and the Revised 20-Point 
Programme. By March 1991, the health- 
care system in the rural areas, which 
combine health care with family planning, 
comprised an estimated 1,30,978 sub- 
centres, 22,059 primary health centres/ 
subsidiary health centres and 1,923 
community health centres. The target for 
setting up by AD 2000 one sub-centre for 
5,000 population (for 3,000 population in 
hilly and. tribal areas) and one Primary 
Health Centre for 30,000 population 
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(20,000 population in hilly and tribal areas) 
had been’ almost achieve by 1990-91. At 
the grass-roots level, by December 1987, 
there were 3,87,472 village health guides 
and 4,259 Primary Health Centres had 
been covered under the Village Health 
Guides Scheme. In addition, 1,420 
volunteers had been trained under 
alternative health guides scheme adopted 
in Jammu ‘and Kashmir, Kerala,’ Tamil 
Nadu and Arunachal Pradesh. 


Primary Health Centres *: The Primary 
Health Centre (initially called Primary 
Health Unit) is the nucleus of the rural 
health service. The scheme was initiated 
in the First Plan period. Since then the 
number has greatly increased. 

Since 1977-78 the existing rural 
dispensaries are being upgraded into a new 
category, namely, subsidiary health centres 
by adding public health work to their 
activities. This measure has received a good 
response from the State Governments. The 
subsidiary health centres are, expected to 
be eventually upgraded into primary health 
centres and will disappear as a category. 
Many PHCs/SHCs, however, remain short 
of the required buildings and staff quarters. 
The target is to enable them to have. their 
own building. 


Sub-Centres : The sub-centres are crucial 
for the ‘family planning programme since 
services and supplies are provided to the 
rural population from these sub-centres. 
In the past, the programme for setting up 
sub-centres was! hampered by limited 
training capacity of Auxiliary Nurse- 
Midwives (ANMs) and the limited financial 
resources. There has been rapid progress 
in recent years. Many of the sub-centres 
are ‘without a building of their own. The 
target in this case also is to provide them 
with their own building ‘in’ phases. 

Community Health Centres : The concept is 
to set up one community health centre 
(CHC) for 1,00,000 population with 30 beds 
and specialised medical care services in 
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gynaecology, paediatrics, surgery and 
medicine. In their case'it has been 
considered all the more necessary to enable 
the CHCs to have their own building as 
soon as possible. The programme is LE 
implementation. 


Multi-purpose Worker's Scheme : Under the 
multi-purpose worker's scheme, Workers 
‘engaged in programmes for the cohtrol and 
eradication of comimuni¢able diseases are 
converted into multi-purpose workers 
through suitable training. The ' original 
programme was to realise the target of one 
male and one female multi-purpose worker 
for 5,000 persons throughout the country 
by 1988. Many States, have, however, not 
shown much enthusiasm for the scheme. 
The training of multi-purpose workers has 
made rather slow progress.In Madhya 
Pradesh, however, the training programme 
had been completed by 1984-85. 


Village Health Guides : In October 1977, a 
new programme of training community 
health workers (CHWs) was initiated to 
operate at the grassroots level. The CHWs 
have since been renamed as village health 
guides (VHGs). In a training covering three 
months, a VHG is taught the fundamentals 
of health services, measures for maintaining 
health, hygiene, treatment of common 
infectious diseases and first aid. He would 
also be trained in indigenous systems of 
medicine popular in the area, and yogic 
methods of maintaining physical fitness. 
He provides, on a part-time basis, basic 
health facilities to a village or a community 
of 1,000 persons, He promotes health 
consciousness among the rural people and 
provides a link b. tween them and the PHC. 
He is provided with a medical kit and is 
given a small allowance. By March 1989, 
there were 3,87,472 VHGs and 4,259 PHCs 
had been covered. The States of Jammu 
and Kashmir, Kerala, Tamil Nadu and 
Arunachal Pradesh have an alternative 
health guides scheme. By March 
1989, 1,420 volunteers had been trained 
under it. 
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The Referral System : When the rural health 
system is fully established, the normal 
course will be that the cases requiring 
treatment in basic specialities are referred 
from the PHC to the CHC. If necessary, the 
CHC will refer the cases requiring 
specialised treatment to the district 
hospitals /medical college hospitals. 


Future Evolution of the Rural Health-Care 
System : It appears that, in course of time, 
the primary health centres will be upgraded 
into community health centres. The 
subsidiary health centres will also grow into 
community health centres through the 
intermediate stage of primary health 
centres. The rural health-care system will 
then have a three-tier structure: community 
health centres, sub-centres and village 
health guides. The referral hospital will be 
located at the tehsil/taluka headquarters 
and district headquarters. 


Reorientation of Medical Education : The 
Reorientation of Medical Education Scheme 
was initiated in 1977-78 with the twin 
objectives of providing curative health 
facilities to the rural population and giving 
a rural bias to medical education. Under 
this scheme a medical college is given the 
responsibility of providing preventive, 
promotive and curative health services in 
three adjoining community development 
blocks. It is provided with three mobile 
clinics for the purpose. It is envisaged that 
in due course each medical college will 
cover a district. 


Medical Personnel 


In the period since 1950-51, there has been 
a large increase in the available medical 
and para-medical personnel in the country. 
The number of registered doctors has 
increased from about 56,000 in 1950 to 
3,65,000 at the end of 1990-91 and of 
registered dentists, from 3,290 to 11,000. 
There was in 1990-91 one doctor for every 
2,270 persons against one doctor for every 
6,430 persons in 1950-51. Over this period, 
the population per dentist has come down 
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from 1,09,420 to around 75,000. There was 
one bed for every 1,065 persons in 1990- 
91 against 3,125 persons in 1950-51. This 
improvement has been made possible by 
expansion of medical education in the 
country described in this chapter. There are, 
in fact, signs of increase in unemployment 
among the medical graduates and 
postgraduates. Their number on the live 
register of employment exchanges has shown 
a steady rise in recent years. Nevertheless, 
there are a large number of vacant posts of 
doctors in the Primary Health Centres 
(PHC). This is partly on account of the time 
taken in filling up the posts, but another 
important reason is the fact that many of 
the young medical graduates, with their 
urban background and training and high 
career ambitions, do not feel at home in a 
rural posting. Reorientation of medical 
education will be necessary to meet rural 
requirements fully, Only some limited steps 
in that direction have been taken yet. It 
will also be necessary to provide adequate 
incentives and facilities to Government 
doctors to serve in rural areas and to 
encourage private practitioners to settle 
there. 

There has also been a large increase in 
the para-medical personnel on account of 
the market increase in the training 
institutions for them. The number of 
registered nurses has increased from about 
15,000 in 1950 to 2,07,430 (including 
6,719 male nurses) in 1986, and of 
registered auxiliary nurse-midwives/ 
midwives, from about 8,000 to 2,93,751 
(including 1,85,240 midwives). 


Medical Care Facilities 


The number of hospitals and dispensaries 
has increased from 7,400 in 1947 to 39,971 
by 1990, Over this period, the number of 
beds has increased from 80.2 thousand to 
649.4 thousand, but less than one-eighth 
of these were in the rural areas. There was 
in fact, a marked all-round imbalance in 
the availability of medical care facilities 
between the rural and the urban areas, 
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even though the former accounted for 74.3 
per cent of the total population in 1991. 
Greater attention needs to be paid to a 
more even rural-urban distribution of 
medical care facilities. 


Motivation of the Health Personnel 


In health services, even more than in other 
social services, the quality and efficiency of 
service depends, first and foremost, on the 
motivation of the personnel to serve the 
people. And it is precisely in this respect 
that the social services in this country, in 
general, leave much to be desired. There is 
indeed a widespread impression that there 
has been rather a considerable deterioration 
in this respect over the years. The result is 
that those who can afford the private 
doctors and medi-care facilities are 
increasingly going in for these and the 
private sector in health is booming as never 
before, These facilities are, however, out of 
bounds for the vast majority of the 
population because of their high cost 
relatively to the general income level in the 
country. There is, then, no way to provide 
even minimum relief to the common man 
except through the public health and 
medical care facilities. Proper motivation of 
the personnel of health and other social 
services emerges as a basic task in 
developing these services. 


A Challenge to Redoubled Efforts 


Since 1950-51 the country has made 
considerable efforts towards a better state 
of health of the people, and a measure of 
success has been achieved. But much more 
remains to be done. The state of health 
and well-being where the rate of infant 
mortality and the general death rate are 
reduced to the levels observed in the 
advanced countries, where the 
communicable diseases are largely 
eliminated and blindness and infirmity 
decline to the incurable minimum, and 
where a general state of robust health and 
physical fitness prevails all over the country 
and among all strata of the population, is 
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yet a long way off. A colossal task in an 
important aspect of human resource 
development remains unfinished. This is a 
challenge to redoubled efforts for better 
health and fitness. In this context, it needs 
to be remembered that India is a signatory 
to the Alma Ata declaration of 1978 which 
commits itself to the goal of ‘Health for All’ 
by AD 2000. 


HOUSING 


Shelter is a basic human need. A safe water 
supply, adequate sewerage and drainage, 
and a pollution-free environment are 
essential for healthy living. At the time of 
Independence, India was woefully lacking 
in all these essentials. Some progress has 
been made since, but the country still has 
colossal development problems in this area. 


Magnitude of the Problem 


The number of absolutely homeless 
households, estimated at 6 million in 1981, 
might have increased further by 1991. 
About 51.2 million persons are estimated 
to be living in slums and settlements of 
persons who had occupied public land 
without ownership or permission (called 
squatters). About 50 per cent of the urban 
households are ‘living’ in one-room dwelling- 
places. It is estimated that the total shortage ' 
of housing units, 23.3 million in 1981, 
would go up to 41 million units by AD 
2000. The housing shortage in the country 
in 1990-91 has been estimated at 31 
million units, 20.6 million in rural and 10.4 
million in urban areas. In December 1991, 
4,722 “no drinking water source” villages 
still remained uncovered by development 
schemes for water supply. Besides, there 
were around 1.5 lakh partially covered 
houses where available water supply had 
to be increased to cover them fully. By the 
end of 1990-91, 12 per cent of the rural 
population and 16 per cent of the urban 
population still lacked drinking-water 
facilities. The position with regard to 
sanitation facilities was much worse. These 
were available to only 47 per cent of the 
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urban population and a mere 3 per cent of 
the rural population. The 1980s (1981-90), 
it may be noted, were designated by the 
United Nations as the “International 
Drinking-water Supply and Sanitation 
Decade” and India was a signatory to the 
Resolution on the subject.. Indeed, the 
country still faces a massive problem in 
the field of drinking-water supply and 
sanitation facilities. 


National Housing Policy 
The Policy Statement 1988 


The Central Government announced a 
National Housing Policy in May 1988. Its 
essential provisions are given below. 


(a) Policy Objectives and Priorities: The 
National Housing Policy (NHP) set itself 

` the following main objectives : (i) to 
motivate and help all people, 
particularly those without a house or 
with a very inadequate one, to build or 
acquire.a reasonable house relatively 
to their means; (ii) to promote 
investment in housing including 
housing intended to be let out to others, 
(iii) to eliminate legal, physical or other 
obstacles to house building; (iv) to 
develop an efficient and accessible 
system for supply of construction 
materials; (v) to improve the 
environment in human settlements by 
Providing drinking-water, Sanitation 
and other basic services; (vi) to preserve 
and: promote the country’s own 
traditions in architecture and human 
settlement; and to ensure priority in 
house building to Scheduled Castes/ 
Tribes and the freed bonded labourers; 
rural landless labourers and artisans; 
widows, single women and households 
headed by a woman; economically 
weaker sections; low-income groups; 
and victims of natural calamities, 
Measures for Realisation of the 
Objectives: The detailed measures for 
the realisation of the above objectives 
were to be directed at the following : 


(b) 
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(i) enlarged availability of developed 
sites for house-building; (ti) ensuring 
undisturbed occupation of house-sites 


to the households currently occupying - 


these; (iii) setting up of a proper system 
of housing finance institutions; 
(iv) promotion of saving for building or 
acquiring a house; (v) promotion of 
house-building for rental purposes; 
(vi) encouragement to flow of saving to 
housing finance institutions and to 
investment in housing by fiscal and 
other incentives; (vii) promotion. of 
cooperative and group housing; 
(viii) removal of obstacles to women's 
access to housing loans and title to 
house-site; (ix) curbs jon building of 
luxury houses; (x) fiscal concessions to 
employers in the organised sector to 
induce them to provide . ousing for 
their employees and workers; 
(xi) environmental. improvement of 
slums; and (xii) conferring, wherever 
feasible, rights of occupancy, at 
reasonable rates, on slum-dwellers in 
respect of land occupied by them. The 
Policy Statement discusses some of 
these measures in considerable detail. 


The above housing policy ‘has been 
amended in the light of public comments 
and the Eighth Plan proposals. The 
amended policy has envisaged the following: 


l. Besides the increase in housing units 
in rural and urban areas, it is proposed 
to build 1,000 night shelters per year 
for the pavement-dwellers in urban 
areas, 

2. The housing finance for different income 
groups will be expanded through 
housing finance institutions under the 
overall supervision of National Housing 
Bank (NHB): ` 

3. Assistance will be made available to 
Housing and Urban Development 
Corporation (HUDCO) for lending to the 
economically weaker sections and 
others specified for house-building. 


4. The Building Materials and Technology: 


a 


N a’ 
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Transfer Promotion Council (BMTTPC) 
and the building centres, currently 
about 170, operated through HUDCO 
will continue to promote appropriate 
building technology and materials (such 
as industrial and agricultural wastes) 
towards reducing the cost of 
construction. The building centres 
hitherto had been undertaking 
manufacture of low-cost building 
materials and providing training to 
artisans. These could also take up 
construction of buildings and houses 
as desired by the State Governments 
using the appropriate low cost 
technology. 


The Government has taken some steps 
to promote housing construction. 

1. Lower excise duty on materials 
produced in building centres as well 

+- as certain other low-cost materials. 

2. Amendments to Urban Land Ceilings 
Act to ensure that it does not hamper 
house-building activity on the part of 
the house owners and developers. 

3. Preparation of model rent control law 
to ensure that rent control does not 
discourage construction of rental 
shouses, and renting out of spare 
housing accommodation .by common 
householders. 

4. Rationalisation of stamp duty on 
housing transactions. 

5. Introduction of a system for speedy 
stopping of the mortgager from taking 
back the mortgaged house or other 
property by repayment of the amount 
borrowed against it. 

6. Adoption of measures for promoting 


investment in housing by non-resident - 


Indians (NRIs). 
7. Easing building regulations for housing 


activity by the poor. 
8. Facilitating quick acquisition of land for 


house-building. 


Institutional Finance for Housing 
The National Housing Policy 1988 
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emphasised setting up of a proper system _ 
of housing finance institutions. The recent 
amended version of this policy has 
emphasised expansion of the housing 
finance institutions. A` system of 
institutional finance for housing has, 
indeed, taken shape over the years. Its 
principal components are as follows. 


National Housing Bank (NHB) 


The National Housing Bank (NHB) was set 
up in July 1988 by an Act of Parliament as 
the apex institution for housing finance. 
The entire initial share capital of Rs 100 
crores was subscribed by the RBI. The 
principal functions of the Bank are: 


1. To promote and develop special 
housing finance institutions for 
mobilising resources and extending 
credit for house-building; 

2. To provide refinance facilities to 
housing finance institutions and 
scheduled banks; 


3. To facilitate borrowing by the housing 


finance institutions by guaranteeing 
and underwriting these (that is, by 
standing surety for the borrowing and 
by offering to provide the balance 
amount of the borrowing for which no 
other subscribers may be forthcoming); 

4. To formulate schemes for mobilisation 
of resources and extension of housing 
credit, including that- to the 
economically weaker sections of society; 

5. To provide guidelines to housing 
finance institutions to ensure their 
growth on sound lines; and 

6. To coordinate the working of all 
agencies connected with housing. 


The Bank may raise the required funds, 
in addition to its share capital and reserves, 
b z 
D Issuing bonds and debentures: 

2. Borrowing from the Central 

Government: 

3. Attracting long-term public deposits; 
4. Securing long-term loans out of the 
National Housing Credit (long-term 
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operations) Fund set up by the RBI 
out of its income; 

5. Obtain short-term advances from the 
RBI; and 

6. Borrowing with the Central Government 
approval, in foreign currency, from 
banks and financial institutions in 
India and abroad. 


Home Loan Account Scheme: During 1988- 
89 the Banks introduced the Home Loan 
Account Scheme for persons who did not 
own a house anywhere. The subscriber to 
the scheme deposits a minimum of Rs 30 
per month into his Home Loan Account. It 
earns 10 per cent interest. After a minimum 
of five years, the subscriber is eligible for 
a loan equal in amount to a specified 
multiple of the outstanding balance in the 
account including interest. By December 
1991, around Rs 100 crore stood in the 
Home Loan Account of the subscribers with 
the commercial banks under the scheme. 


Refinance Scheme: Under the refinance 
scheme for scheduled commercial banks, 
State Cooperative Banks, Urban 
Cooperative Banks, housing finance 
companies and apex cooperative housing 
finance societies had obtained refinance of 
housing loans from the NHB amounting to 
Rs 770.38 crores by December 199]. or 
this Rs 45.93 crore was for loan advances 
lo public and private companies for 
undertaking land development and shelter 
schemes. 


Support to Industries: The Bank had 
decided to support industries that produced 
the needed building materials and 
components. 


Voluntary Deposit Scheme: The NHB 
announced in 199] Voluntary Deposit 
Scheme for black money. Under the 
Scheme, the depositor surrendered 40 per 
cent of the amount deposited to the Bank 
for construction of houses for the poor in 
return for being allowed to freely make use 
of the balance 60 per cent for any purpose, 
By early 1992, Rs 831 crore had been 
deposited with the Bank under the Scheme, 
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With the establishment of the National 
Housing Bank a major step forward had 
been taken for adding to the flow of housing 
finance. 


Housing and Urban Development 
Corporation (HUDCO) 


The Housing and Urban Development 
Corporation (HUDCO), a fully owned Central 
Government company, was set up in 1970, 
as the first specialised financial institution 
to provide institutional finance for housing 
and urban development activities. 
particularly those for the benefit of the poor. 
The Corporation grants financial assistance 
to the State Housing Boards, development 
authorities, municipal corporations, 
improvement trusts, public undertakings, 
State apex housing finance societies, 
corporations etc. for a variety of schemes. 
Since 1985, the HUDCO has been making 
a distinction between the schemes for the 
poor sections and the other schemes, 
charging low rate of interest and allowing 
longer period of repayment for the former 
schemes, 

By 1990-91, the HUDCO had since 
1971 financed 48 lakh dwellings, including 
about 22 lakh units in rural areas of which 
90 per cent were for the low-income groups. 
Besides, as mentioned earlier, it was 
operating a network of building centres. 

In addition to its paid-up capital and 
reserves, and repayments on past loans. 
the HUDCO raised funds by issuing 
debentures, borrowing from the Central 
Government and financial institutions 
(Life Insurance Corporation). General 
Insurance Corporation, Unit Trust of India. 
National Housing Bank, etc., and deposits 
from the public under its various 
deposit schemes. 


Life Insurance Corporation 


Up to 1970, the Lile insurance Corporauion 
(LIC) was the only public financial 
institution which provided finance for 
house-building. It granted house-building 
loans to the policy-holders as well as 
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financial assistance to the State 
Governments, State Housing Boards and 
Apex Cooperative Housing Finance Societies 
for housing schemes. The General 
Insurance Corporation (GIC) and its 
subsidiaries have also been providing funds 
for housing. 


Commercial Banks 


Since 1981 the Reserve Bank of India (RBI) 
has been annually allocating a specified 
amount of commercial bank funds to 
housing finance. The amount has been 
gradually stepped up from Rs 100 crores 
in 1981 to an estimated Rs 385 crores in 
1989-90, The banks have often exceeded 
the amount allocated by the RBI. The RBI 
also fixed sub-targets for this amount. For 
instance, the guidelines for 1989-90 laid 
down that (i) at least 30 per cent of the 
allocation should be directly lent to 
beneficiaries, at least one-half of it to 
beneficiaries in rural and semi-urban areas; 
(ii) 30 per cent may be made available as 
term loans to housing finance companies, 
housing boards and other public housing 
agencies; and (iii) the balance 40 per cent 
is to be made available to the National 
Housing Bank (NHB) and the Housing and 
Urban Development Corporation (HUDCO) 
as subscription to their guaranteed bonds 
and debentures. The banks are also 
required to ensure that not less than a 
specified percentage of the amount lent 
directly to the beneficiaries or the 
amount lent to housing boards and other 
housing finance institutions, should be for 
Scheduled Castes/Scheduled Tribes, 
economically weaker sections and 
low-income groups. 

At the end of December 1988, the 
outstanding aggregate amount of credit 
made available by scheduled commercial 
banks as housing finance stood at 
Rs 1,087.72 crores. Of this, only Rs 69.18 
crores (6.4 per cent) was outstanding 
against individuals and cooperative housing 
societies. The balance of Rs 1,018.54 crores 
(93.6 per cent) was made up of loans to 
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housing finance institutions and 
investments in the guaranteed bonds of the 
HUDCO and State Housing Boards. 


Housing Development Finance 
Corporation (HDFC) 


The Housing Development Finance 
Corporation (HDFC) was established in 
1977 as a private sector housing finance 
company. to provide long-term finance to 
individuals in middle and low income 
groups, housing cooperatives and 
companies for construction and purchase 
of new residential houses for owning these. 
Besides its paid-up capital and reserves, it 
has raised funds for its operations as under: 


1. term loans from commercial banks; 

2. public deposits raised under its various 
deposit schemes; 

3. borrowing in the US capital market 
under a special programme of the US 
Government; and 

4. credit from the National Housing Bank. 
Up to March 1990, the HDFC had 

sanctioned total loans amounting to 

Rs 2,089.4 crores in respect of over 

3,99,000 units. The total disbursement 

against the loans sanctioned stood at 

Rs 1,578.2 crores. 


Housing Cooperatives 

There were over 60,000 cooperatives by 

March 1991 with over 40 lakh members. 

These are being supervised and: financially- 
assisted by housing finance cooperative 

socielies/federations which have been 

formed in 25 States. Cooperative housing 

socielies also cover the rural areas, Not 

only the State Governments but also 

housing cooperatives receive financial 

assistance from the Life Insurance 

Corporation (LIC). The cooperative housing 
finance societies are also entitled to secure 
refinance from the National Housing Bank 
(NHB). The cooperative sector had invested 
about Rs 4,000 crores in housing by the 
end of 1990-91. It provides around Rs 600 
crores per annum for the purpose. Around 
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60 per cent of housing finance made 
available by Apex corporative has gone to 
economically weaker sections (EWS) and 
low-income groups (LIG). The Central and 
State Governments have preferred housing 
cooperatives in the allotment of land for 
house-building. 

It has been estimated that under 
various programmes of the organised sector 
including the public sector, on an average, 
about 10 lakh houses are built and 
upgraded eactr year. 


Non-financiai Public Sector’s Role 
in House Building and Financing 


Apart from the public financial institutions 
which have played an increasing’ role in 
financing house-building, the non-financial 
public sector comprising the Central and 
State Governments and their non-financial 
institutions and undertakings have also 
played a considerable direct part in building 
and financing houses. Their principal 
activities in this regard are mentioned below. 


Residential Housing for Public 
Sector Employees 


In. India, it has long been considered 
necessary for the various levels of 
Government, from the Central to the local, 
to build residential accommodation for at 
least a proportion of their employees, 
particularly in smaller towns and other out- 
of-the-way locations. The acute scarcity of 
housing and several-fold rise in rents since 
Independence has made it necessary to 
build houses for Government employees 
also in the capital and metropolitan towns. 
Public sector enterprises have followed suit. 
In the matter of providing accommodation 
to employees they have generally shown a 
much better record than the private sector 
yndertakings. 


Housing for Displaced Persons 
from Pakistan 


bor providing shelter to displaced persons 
from Pakistan, the Central Government 
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undertook, for the first time, a large-scale 
housing programme for persons other than 
their employees. Colonies and townships 
were developed for displaced persons in 
several parts of the country and houses 
were built for them. Financial assistance 
was also provided to individual displaced 
persons to build houses for themselves. 


Subsidised Housing Scheme for 
Economically Weaker Sections 


Under the scheme, developed plots of land 
of the size of 25-35 sq metres are provided 
at cost price to persons belonging to 
economically weaker sections (EWS) and 
whose monthly income does not exceed a 
specified amount. In addition, the 
beneficiaries are given a loan of a specified 
amount per unit, repayable over a period 
of 20-25 years, at a concessional rate of 
interest. In the Seventh Plan (1985-90) 
alone, a total of 6,89,264 housing units 
were built. 


Loan Assistance for Housing Construction 


Loan assistance for housing construction 
includes : (i) Low-Income Group Housing 
Scheme initiated in 1954; (ii) Middle-Income 
Group Housing Scheme started in 1959; 
and (iii) House-building Loans to 
Government Employees. 

The State Governments are running 
Low Income Group (LIG) and Middle Income 
Group (MIG) housing schemes. Under the 
LIG scheme, loans are sanctioned to 
individuals whose annual income does not 
exceed a specified amount. A. maximum 
limit to the amount of the loan is 
prescribed. Assistance on this scale is also 
given to local bodies, educational, health 
and charitable institutions and cooperatives 
for the construction of low-income housing. 
There has been a considerable demand for 
loans under this: scheme. Loans under the 
MIG scheme are available to persons whose 
annual income exceeds the upper income 
limit for eligibility under the LIG scheme 
but does not exceed a prescribed upper 
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limit. The loan is subject to a specified 
maximum amount. The State Governments 
finance these schemes by securing loans 
from the Life Insurance Corporation and 
the General Insurance Corporation and its 
subsidiaries. Some State Governments 
entrust to the State Housing Boards the 
construction of houses for the loanees 
under the! two schemes. The scale of 
housing finance annually made available 
under the two schemes is a rather modest 
amount. In the Seventh Plan period, since 
1987-88 around 50,000 houses have been 
financed annually under the LIG scheme. 
In 1989-90, however, close to 65.5 
thousand houses were financed. The data 
for the MIG scheme are not available. 
The Central and State Governments 
provide long-term house-building advances 
to their eligible employees at a low rate of 
interest. The loan amount is a specified 
multiple of the employee's salary subject 
to a maximum. In the late 1980s these 
loans have been well in excess of Rs 200 
crores per annum. The Budget Estimates 
for 1988-89 provided for Rs 219 crores of 
housing advance, Rs 115 crores at the 
Centre and Rs 104 crores in the States. 


Rural House Sites-cum-House 
Construction Scheme 


The subject of house sites for the rural 
landless and of assistance to them for 
construction of houses has attracted 
attention from almost the inception of 
planning, 

i In the earlier plans the concentration 
was on provision of house sites to the rural 
landless. In different plans, it was 


suggested to be implemented variously as" 


Part of the land reform, by using the extra 
land becoming available as a result of 
consolidation of holdings, by using 
wastelands and lands acquired by the 
Bhoodan movement, by conferring 


ownership right of the dwelling site on those” 


who lived on land belonging to others, and 
purchase of land for distribution as house 
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sites among the rural landless. In the Fifth 
Plan (1974-79), the Scheme was raised to 
the status of a major programme by 
including it in the Minimum Needs - 
Programme. In the Sixth Plan (1980-85) 
the scheme was broadened to include 
assistance for housing construction on sites 
made available for the purpose. The scheme 
was renamed Rural House Site-cum-House 
Construction Scheme, which name it still 
retains. It was later also included in the 
revised 20-Point Programme. 

By March 1985, the number of persons 
provided house sites was 13.07 million, and 
those provided construction assistance 1.9 
million. During the Seventh Plan another 
4.3 million families were provided house- 
sites and 2.26 million families construction 
assistance. In the Seventh Plan, the norm 
for assistance was raised to Rs 500 per 
family for provision of house site and Rs 
2,000 for construction costs, Further 0.576 
million families were to be provided house 
sites and 0.327 million families 
construction assistance during 1990-91, 


Inter-connection between Rural 
and Urban Housing Problem 


The problem of housing in rural and urban 
areas is inter-connected. Lack of housing 
and related facilities is an important factor 
for rural-urban migration. As a result the 
overall housing problem gets much worse 
as it costs much more to house a family in 
an urban area than in a rural area. The 
programme for providing house sites lo the 
tural landless and assisting them to set up 
some sort of a structure is only one aspect 
of the problem. Much greater efforts and 
much more investment will be required to 
bring about a qualitative improvement in 
the existing primitive housin, conditions 
in rural areas over the greater part of the 
country. It would not do, as is being largely 
done at present, to concentrate available 
resources on housing development in the 
urban areas. As much as three-fourths of 
the country’s population lives in rural areas. 
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They cannot just be left to fend for 
themselves. 


Environmental Improvement of 
Urban Slums 


As mentioned earlier about 51.2 million 
persons (23.6 per cent of the total urban 
population in 1991, but a higher percentage 
in the metropolitan cities) constituted the 
slum population. Urban slums, particularly 
in the big cities, are the worst picture of 
human misery and degradation, and are a 
fertile breeding-ground for disease and 
crime. The emphasis initially was on 
clearance of slums and rehousing of the 
slum population. A scheme of financial 
assistance to State Governments and local 
bodies was initiated in the Second Plan to 
enable them to clear some of the worse 
slums in big cities. Slum-dwellers were 
developed plots and housing with 
re walls and a roof in the new locality. 
The scheme did not make much headway. 
In fact the experience of implementation of 
the scheme showed that, in Indian 
conditions, it was very difficult to clear a 
slum from its long-term location. 
Furthermore, in a few cases, where with 
big and continued efforts, the clearance was 
possible, the slum tended to recreate itself 
elsewhere. 

It was therefore increasingly felt that, 
for the Ume being, greater emphasis should 
be laid on improvement of the existing 
slums by providing basic amenities like 
water supply, sewers, storm water drains, 
community baths and latrines, widening 
and paving of existing path-ways, street 
lighting, etc. For this purpose a scheme 
entitled ‘Environmental Improvement of 
Urban Slums’ was included in the State 
Sector Plan. The Centre provided a subsidy 
on the slum improvement programmes. The 
scheme was included in the Minimum 
Needs Programme and the Revised 20-Point 
Programme. 

During the Sixth Plan period 9.45 
million slum-dwellers were covered under 
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the above scheme. In the Seventh Plan 
(1985-90) another 9.94 million were 
covered, and the target for 1990-91 was 
set at a further 1.54 million slum-dwellers. 
It has been reported that the physical 
amenities listed in the guidelines have not 
been provided fully and the average per 
capita expenditure under the scheme is less 
than the prescribed Rs 300. In order to 
facilitate implementation of the scheme 
some State Governments have passed laws 
to obtain the power to carry out 
improvements in the privately owned 
slums. 


Village Housing Scheme 


A Village Housing Scheme was introduced 
in 1957. It sought to remodel villages, in 
groups of four to six villages, in accordance 
with lay-out plans which provided for 
reasonably wide streets with drains, proper 
spacing of houses and for common facilities 
and buildings. Loan assistance up to 
Rs 2,000 per house was to be given for 
building and improvement of the house. 
Provision was made for acquiring land for 
streets, community buildings, new house 
sites and thinning out population densities. 
The rural housing cells set up by the State 
Governments were to prepare lay-out plans 
and improved designs for rural houses. The 
scheme made very little progress, due 
largely to the nature of the problem and 
the character of the rural society. As a result 
the enthusiasm for the scheme waned over 
time. 

In the regions which have experienced 
the green revolution, and where 
consolidation of holdings has been fully or 
largely completed, some prosperous farmers 
have been shifling to their fields where. 


with their greatly enlarged resources, they , ` 


have built more convenient houses with 
Separate arrangements for housing cattle, 
machinery and implements, and stores. 
This also enables them to manage their 
farms more efficiently and engage in 
diversified activities including horticulture, 
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poultry-farming and dairy-farming, If this 
trend gathers momentum, the scope for 
remodelling villages will greatly improve. 
The houses and sites vacated by them could 
be acquired and utilised for implementing 
the lay-out plants and to house those who 
are al present without sites or housing, In 
this way a basic improvement tn rural 
housing and living conditions could be 
brought about and several desirable 
features of urban life could be introduced 
at minimum cost and with minimum 
dislocation of the village economy, It is very 
regrettable that in recent years, on account 
of the worsening of the law and order 
situation, this healthy trend has received a 
set-back in Punjab and possibly in some 
other areas as well. 


WATER SUPPLY 


supply was included in the Minimum Needs 

in the Fifth Plan (1974-79) and 
in the Revised 20-Point Programme in the 
Sixth Plan (1980-85). It is the responsibility 
of the State Governments and urban local 
bodies to plan, operate and maintain water 
supply and sanitation schemes. 


Rural Water Supply 
The rural water supply development 
programme has hitherto mainly 


concentrated on ‘no and inadequate water 
supply’ villages. These included health 
problem villages, that is, where water-borne 
diseases were present all th: time or where 
the available water had excess salinity or 
other harmful elements. Preference was 
given to villages predominantly inhabited 
by Harijans and other backward classes. 

The Central Government set up in 
August 1986 a Technology Mission on 
drinking-water to villages and related water 
management. The Mission was to develop 


low-cost solutions to various problems 
relating to provision of adequate quantity 
of drinking-water in rural areas. The 
Mission deals with such problems as excess 
salinity and harmful substances in water 
and its bacteria contamination. It is also 
concerned with better and more effective 
water management. 

By December 1991, 4,722 ‘no water 
source’ problem villages remained to be 
covered. Besides, in about 1.5 lakh partially 
covered and locations there was 
need to provide additional water supply to 
cover them fully. These are expected to be 
covered during the Eighth Plan period 
(1992-1997). 

With the expansion of rural water 
supply facilities the operation and 
maintenance of facilities has surfaced as a 
major problem. There is, firstly, the problem 
of a suitable organisational set-up for 

and there 


operation maintenance. e 
is the question of financing the cost of 
operation and maintenance. The State 
Governments have been advised to create 
a suitable machinery for the regular 
maintenance of these schemes and involve 
the village community in this work. The 
maintenance of facilities, however, 
still remains a largely unsolved problem. 


Urban Water Supply 

Since the Fifth Plan, water supply has 

received much greater attention and much 
financial provision. Several States 

have set up Water Supply and Sewerage 

Boards for development and management 


_of water supply and sanitation. The 


position, however, remains far from 
satisfactory. As in March 1991, water 
supply was expected to cover only 84 per 
cent of the total urban population. This 
average conceals large inter-State 
variations. The position is particularly 
unsatisfactory in the small and medium 
towns. The needs of the small and medium 
towns received very inadequate attention 
because of limited resources available for 
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water supply development, the pressure of 
the metropolitan and other big towns and 
the emphasis on water supply for the 
problem villages in the rural areas. Even 
in towns which do have water supply 
facilities, a proportion of the population, 
particularly in the areas inhabitated by 
economically weaker sections and the 
newer settlements, do not have access to 
these facilities. Again, in most towns the 
supply of water is generally restricted to a 
few hours a day and is much below the 
desired level. In many towns, particularly 
the small and medium ones, the existing 
system has got run down by age and usage 
and needs proper rehabilitation. 

Urban water supply schemes are highly 
capital-intensive. There is a good case for 
recovering from the beneficiaries at least 
the interest and the operating cost. This 
has not been done often, particularly in 
the small and medium towns. The result is 
unsatisfactory maintenance of water supply 
facilities. The urban water supply must be 
put on a sound financial footing. The 
establishment of Water Supply and 
Sewerage Boards by the States has made 
some progress in this direction, 

In keeping with the New Economic 
Policy, the Centre has emphasised that the 
water supply Boards/Authorities/Nigams 
should become financially independent 
through cost recovery from specific users 
of the facilities, This will enable water 
supply and sanitation schemes to secure 
institutional finance. The full cost recovery 
will make the users more vigilant with 
regard to operational efficiency of the 
concerned organisations. 


Sanitation 


Sanitation covers arrangements for removal 
of human excreta, drainage of rain water 
and effluents, and collection and disposal 
of garbage. Proper sanitation is an essential 
condition for improvement in health, 
productivity and quality of life. As mentioned 
earlier the position with regard to sanitation 
is far worse than that to water supply. 
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Rural Sanitation 


In 1990-91, with only 3 per cent of the rural 
population covered by sanitation facilities, 
rural India remained as primitive as ever in 
this regard. A promising development has 
been that simple low-cost designs of water- 
sealed and other hygienic latrines have been 
developed in several areas. Pilot projects 
have been undertaken to assess the 
acceptability of the various low-cost designs 
of latrines to the rural population and their 
view of the nature of sanitation facilities. 
The progress of rural sanitation will depend 
upon the enthusiasm generated among the 
rural population and rural organisations. 


Urban Sanitation 


The position with regard to urban sanitation 
is better but still very unsatisfactory. By 
March 1991, only 47 per cent of the urban 
population had been covered by sanitation 
facilities. There were, however, large inter- 
State variations in this percentage. In 10 
States (Andhra Pradesh, Assam, Himachal 
Pradesh, Jammu and Kashmir, Manipur, 
Mizoram, Nagaland, Rajasthan, Tripura and 
Uttar Pradesh), the percentage was much 
below the national average. Even in the 
towns where sewerage facilities existed, 
these were not available to a considerable 
proportion of the population, particularly 
the slum-dwellers and many other recent 
poor migrants from the rural areas. While 
complicated sewerage systems and sewerage 
treatment facilities are necessary in 
metropolitan and other big towns, the 
inadequate resources require that in other 
towns relatively low-cost facilities may be 
developed. In recent years efforts have been 
made, with UN assistance, to evolve low- 
cost techniques for urban sanitation. The 
urban sanitation programme has been 
stepped up to cope with the needs of a 
rapidly growing urban population. 
The establishment of Water Supply and 
Sanitation Boards in States has, to 
an extent, helped in this. It has also led to 
realisation of more reasonable charges for 
the sanitation facilities from the user. 
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EXERCISE i 


Describe the importance of education in socio-economic development. 

Describe the state of education in the years immediately following Independence. 

Outline the main elerfients of the National Policy on Education as adopted in 1986. 

Briefly describe the development of elementary education since 1950-51, 

Outline the progress in recent years in the following areas: pre-school education; non- 

formal education; adult education and availability of educational facilitics in schools. 

6. Briefly describe the growth of secondary education since 1950-51. 

7. Outline the progress in recent years in : (i) vocationalisation of secondary education; 
and (ii) availability of quality education to talented children. 

8. Bring out the principal developments in higher education since 1950-51. 

9. Outline the progress made since Independence in the principal fields of professional 
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education. 
10. Describe the measures that have beeri taken since Independence for the control of 


communicable diseases. 
11. Describe the rural healthcare system as evolved during the last four decades. 


12. Write a note on slum clearance and improvement in post-Independence India. 
Describe the main sources of institutional finance for housing development. 


14.. Give the important measures visualised in the National Housing Policy 1988 for the 
realisation of its objectives. 

15. Mention the relationship, if any, between the housing problem in the rural and the 
urban areas. 

16. Describe the progress in developing rural water supply in the post-Independence period. 

17. Describe the development of urban water supply facilities since 1950-51, 


Write a note on the development of sanitation facilities in post-Independence India. 


